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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  report  details  the  results  of  our  audits  of 
the  retirement  systems  administered  by  the  Public 
Employees'  Retirement  Division  and  the  Teachers'  Retire- 
ment Division.   A  brief  summary  of  the  most  significant 
audit  findings  is  contained  in  the  following  paragraphs. 
PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION  (PERD) 

PERD  does  not  make  retirement  contribution  refunds 
and  initial  retirement  benefit  payments  on  a  timely 
basis.   Although  the  Administrative  Rules  of  Montana 
require  that  refunds  be  processed  within  10  working 
days  of  their  receipt,  the  average  time  required  to 
process  a  refund  was  44  days.  The  average  time  required 
to  process  an  initial  retirement  benefit  payment  was  55 
days.   See  page  18  for  a  discussion  of  these  problems 
and  page  171  for  PERD ' s  response. 

PERD  maintains  more  than  10,000  inactive  member 
savings  accounts  totalling  $2,685,401  for  vested  members 
and  $1,052,333  for  nonvested  members.   Forty-seven 
percent  of  the  nonvested  accounts,  which  relate  to 
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members  terminated  prior  to  July  1,  1974,  are  not 
accruing  interest.   New  legislation  went  into  effect  at 
that  date  allowing  the  refund  of  interest  earned  on  a 
member's  contribution  on  the  member's  termination.   We 
have  requested  an  Attorney  General's  opinion  to  clarify 
whether  the  accounts  of  members  terminated  prior  to 
July  1,   1974,   should  be  accruing  interest.   It  is 
likely  that  many  of  the  inactive  members  are  unaware  of 
these  dormant  savings  accounts.   PERD  has  a  fiduciary 
responsibility  to  attempt  to  locate  and  inform  inactive 
members  of  the  current  status  of  their  accounts.   See 
page  21  for  a  discussion  of  these  problems  and  page  172 
for  PERD's  response. 

Although  employee  and  employer  retirement  fund 
contributions  are  deducted  biweekly  by  the  Central 
Payroll  Division  of  the  State  Auditor's  Office,  these 
contributions  are  transferred  to  PERD  on  a  monthly 
basis.   Investment  earnings  on  the  interim  period  are 
presently  being  credited  to  the  state  general  fund.   We 
estimated  that  PERD  would  have  gained  approximately 
$50,000  annually  in  investment  earnings,   if  these 
transfers  had  been  made  on  a  timely  basis.   See  page  14 
for  a  discussion  of  this  problem  and  page  182  for  the 
State  Auditor's  response. 
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PERD  generally  concurred  with  our  findings.   The 
complete  text  of  their  response  begins  on  page  169. 
TEACHERS'  RETIRENENT  DIVISION  (TRD) 

Between  15  and  36  percent  of  the  3,071  refund 
transactions  processed  by  TRD  during  the  audit  period 
were  in  error.   The  errors  included  miscalculations  of 
interest,  payment  of  the  same  refund  twice,  omission  of 
a  contribution  in  the  calculation  and  inconsistent 
calculation  methods.   We  found  overpayments  as  great  as 
$7,130  and  underpayments  as  great  as  $868.   Four  of  60 
benefit  payments  tested  were  also  incorrect.   See 
page  52  for  a  discussion  of  these  problems  and  page  186 
for  TRD's  response. 

During  the  audit  period  TRD  was  four  to  five 
months  behind  in  obtaining  an  updated  and  balanced 
computer  meiT±>ership  master  file  because  of  untimely 
member  transfer  processing,  incompatible  data  input 
means  used  by  certain  school  districts  and  TRD  staffing 
problems.   An  updated  and  balanced  master  file  is 
essential  for  efficient  administration  of  the  retire- 
ment system.   See  page  53  for  a  discussion  of  these 
problems  and  page  186  for  TRD's  response. 

Teachers'  Retirement  System  financial  statements 
do  not  present  meaningful  information  relating  to 
system  financial  activities  because  TRD  used  a  clearing 
account  for  the  deposit  of  contributions  and  payment  of 
withdrawals  rather  than  using  the  required  accounts. 


Cash  receipts  and  refunds  were  understated  because  the 
use  of  the  clearing  account  precludes  the  use  of  revenue 
or  expenditure  identification  codes.  TRD  must  determine 
the  proper  disposition  of  the  $98,762,837  unidentified 
balance  in  the  unallocated  reserve.  See  page  64  for  a 
discussion  of  these  problems  and  page  188  for  TRD's 
response . 

TRD  generally  concurred  with  our  findings.   The 
complete  text  of  their  response  begins  on  page  185. 
COMPARISON  OF  PERD  AND  TRD  OPERATIONS 

During  our  audit  of  PERD  and  TRD,  we  noted  numerous 
similarities  in  the  administrative  operations  of  the 
two  divisions.  We  reviewed  the  administrative  functions 
of  the  two  divisions  to  determine  possible  areas  of 
coordination  or  merger.   Our  review  showed  that  the  two 
divisions  could  benefit  by  working  together  more  closely, 
thereby  preventing  unnecessary  duplication  of  effort 
and  providing  dollar  savings  through  efficiencies  of 
size.   A  merger  of  the  administrative  functions  appears 
feasible,  but  would  require  a  review  of  staffing  levels 
by  a  personnel  management  specialist  to  evaluate  staff 
savings  and  a  review  of  building  usage.  Before  consider- 
ation of  partial  or  total  merging  of  the  administrative 
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functions  of  PERD  and  TRD,  a  public  hearing  should  be 
held  where  interested  parties  can  appear  and  present 
relevant  testimony. 

Respectfully  submitted, 

Morris  L.  Brusett,  CPA 
Legislative  Auditor 
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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report 
we  include  a  listing  of  all  reconunendations  together 
with  a  notation  as  to  whether  the  agency  concurs  or 
does  not  concur  with  each  recommendation.  This  listing 
serves  as  a  means  of  summarizing  the  recommendations 
contained  in  the  report  and  the  audited  agency's  reply 
thereto  and  also  as  a  ready  reference  to  the  supporting 
comments.  The  full  replies  of  the  Public  Employees' 
Retirement  Division,  the  State  Auditor's  Office  and  the 
Office  of  the  Court  Administrator  are  included  in  the 
back  of  this  report. 


Page 
1 .   We  recommend  that  the  Central 
Payroll  Division  of  the  State 
Auditor's  Office  transfer  retire- 
ment fund  contributions  biweekly 
to  the  Public  Employees'  Retire- 
ment Division.  15 

State  Auditor's  Office  Reply:  Concur.        182 


We  recommend  that  the  Office  of  the 
Court  Administrator  provide  the  neces- 
sary information  on  judges'  salaries 
on  a  current  basis  to  enable  the 
division  to  monitor  court  fee  col- 
lections. 17 

Office  of  the  Court  Administrator's 
Reply:   Concur.  184 


We  recommend  that  the  division 

deposit  cash  receipts  on  a  timely 

basis.  18 

Agency  Reply:   Concur.  170 


We  recommend  that  the  division 
work  to  reduce  refund  delays  and 
implement  procedures  to  reduce  the 
time  elapsed  before  a  retiree  re- 
ceives his  initial  benefit  payment.  20 

Agency  Reply:   Partially  concur.  170 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Paae 

We  recommend  that  (A)  the  division 
provide  annual  statements  to  all 
active  and  inactive  members  of  the 
retirement  systems  and  (B)  periodi- 
cally compare  refund  lists  with  the 
retirement  system  master  file  to 
verify  that  each  withdrawing  member 
receives  a  full  refund  and  refund 
the  unpaid  amount  to  any  member 
determined  not  to  have  received 
a  full  refund.  23 

Agency  Reply:   Partially  Concur.  171 


We  recommend  that  the  division  compare 
the  benefits  payroll  on  a  periodic 
basis  to  the  most  recent  tape  files 
from  the  Department  of  Health  and 
Environmental  Sciences.  24 

Agency  Reply:   Concur.  172 


We  recommend  that  (A)  the  division 
establish  an  equitable  and  consis- 
tent method  for  charging  each  re- 
tirement system  for  costs  incurred 
in  the  administration  of  the  system 
and  (B)  record  and  identify  all 
transfers  between  the  systems  to 
properly  reflect  the  activity  of 
the  funds .  27 

Agency  Reply:   Partially  concur  with 

A.   No  response  for  B.  172 


We  recommend  that  the  Public  Employees' 
Retirement  Board  review  disability 
records  for  all  the  retirement  systems 
to  determine  that  the  individuals  con- 
tinue to  qualify  for  disability  re- 
tirement. 27 

Agency  Reply:   Concur.  173 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 
We  recommend  that  the  division 
implement  procedures,  in  coopera- 
tion with  the  Employment  Security 
Division,  to  verify  that  income 
reported  by  the  disabled  members 
is  correct.  28 

Agency  Reply:   Concur.  173 


10.   We  recommend  that  the  division  main- 
tain one  set  of  accounting  records 
by  utilizing  SBAS  for  all  transactions.      29 

Agency  Reply:   Concur.  173 


11.   We  recommend  that  the  division  credit 
interest  on  members '  contributions 
to  the  Annutiy  Savings  Reserve  and 
eliminate  the  Annuity  Savings  Interest 
Reserve.  30 

Agency  Reply:   Do  not  concur.  174 


12.   We  recommend  that  the  division 

establish  disaster  file  retention 

procedures  that  will  adequately 

backup  the  division's  computer 

files.  32 

Agency  Reply:   Concur.  174 


13.   We  recommend  that  the  division  revise 
the  new  membership  system  to  provide 
the  necessary  information  to  effect 
a  monthly  reconciliation  of  contri- 
butions reported  in  the  membership 
subsidiary  system  to  cash  deposited 
with  the  Treasury  Division.  33 

Agency  Reply:   Concur.  174 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 
14.   We  recommend  that  the  division 

incorporate  in  the  new  membership 

system  a  benefit  cycle  that  will 

calculate  estimated  benefits  and 

monitor  retirement  benefits.  34 

Agency  Reply:   Concur.  175 


15.  We  recommend  that  the  division  main- 
tain a  permanent  file  of  all  tables, 
formulas,  and  other  methodology  used 
to  calculate  benefit  payments.  34 

Agency  Reply:   Partially  concur.  175 


16.   We  recommend  that  the  division 

correct  the  weaknesses  described 

above.  36 

Agency  Reply:   Partially  concur.  175 


17.   We  recommend  that  the  division 
initiate  procedures  to  correct 
the  internal  control  weaknesses 
noted  above.  39 

Agency  Reply:   Partially  concur.  179 
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COMMENTS 


GENERAL 


We  performed  a  financial/compliance  audit  of  the 
Public  Employees'  Retirement  Division  for  the  two 
fiscal  years  ended  June  30,  1978.   During  our  audit  we 
worked  extensively  with  division  personnel  in  obtaining 
and  reviewing  accounting  records  and  reports.   We  thank 
the  administrator  and  his  staff  for  their  cooperation 
and  assistance. 

The  Public  Employees'  Retirement  Division  of  the 
Department  of  Administration  administers  the  activities 
of  the  following  six  independent  retirement  systems: 


Retirement  System 

Public  Employees 

Municipal  Police  Officers 

Game  Wardens 

Sheriffs 

Judges 

Highway  Patrolmen 

TOTAL 


Active  and 

Members 

Inactive 

Receiving 

Members 

Payments 

38,400 

5,000 

430 

300 

100 

25 

550 

25 

33 

9 

240 

85 

39,753 

5,444 

The  division  is  also  responsible  for  the  disbursement 
of  benefit  payments  to  240  volunteer  firefighters  who 
qualify  under  section  19-12-401,  MCA,  and  for  the  col- 
lection and  disbursement  of  social  security  tax  pay- 
ments from  the  state  and  various  local  government 
entities . 


An    actuarial    evaluation   of  each  retirement   system 
is    performed   biennually   to    determine    the    soundness    of 
each    system's    funding.      As    determined   by    the    actuary, 
two     systems    have    adequate    funding    and    three    receive 
insufficient  funding  to  finance  the  unfunded  liability. 
The  financial  position  of  the  Municipal  Police  Officers' 
Retirement    System   has    improved    since    the    last   evalua- 
tion  but   requires    funding    from   the    cities    as    provided 
by    the    1977    legislature.      The    majority    of    the    cities 
have   signed   a   contract  with  the   division  to    finance   the 
unfunded    liability    of    the    Municipal    Police    Officers' 
Retirement  System. 

The     results     of    the     actuarial     evaluations     are 
presented   below.      The    evaluation   was   based  upon   fiscal 
years    1976-77    and    1977-78    and    does    not    take    into    ac- 
count   legislation   passed   by    the   1979    legislature.      The 
full    effect   of   the    changes    enacted    in    1979    cannot    at 
this  time  be  assessed. 


Retirement   System 

Public  Employees 
Municipal   Police  Officers 
Game   Wardens 


Sheriffs 
Judges 


Highway  Patrolmen 


Major  Sources 
of  Funding 

Contributions 
Contributions 
Contributions   and 
a  percentage   of 
fines   collected 
Contributions 
Contributions    and 
a   percentage   of 
court   fee   collec- 
tions 
Contributions   and 
a   percentage   of 
fines    collected 


Adequacy  of 
Funding 

Adequate 
Improved 
Insufficient 


Adequate 
Insufficient 


Insufficient 
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For  more  detailed  explanations  of  the  status  of  the 
funds,  refer  to  the  notes  of  the  various  financial 
statements  (pages  83  to  155). 

The  purpose  of  the  retirement  systems  is  to  pro- 
vide adequate  retirement  benefits  on  a  funded  basis  to 
retired  public  employees  in  the  most  efficient  manner 
possible. 

There  are  approximately  30,000  active  members  and 
10,000  inactive  members  of  the  retirement  systems, 
representing  approximately  400  member  employers: 

Types  of  Employers  Number 

State  Agencies  56 

County  Governments  56 

City  Governments  69 

Universities  6 

Community  Colleges  3 

County  High  Schools  12 

School  District  Schools  161 

Other  Agencies  36 

TOTAL  399 


The  division  is  governed  by  a  five-member  Public 
Employees'  Retirement  Board  whose  members  are  appointed 
by  the  Governor  to  five-year  terms.  The  board  has 
exclusive  control  over  administering  the  funds  of  the 
retirement  systems.  The  Volunteer  Firemen's  Fund  is 
administered  by  the  Division  of  Workers'  Compensation, 
Department  of  Labor  and  Industry. 

The  Treasury  Division  is  custodian  of  the  retire- 
ment funds,  subject  to  the  board's  administrative 
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controls  and  the  Board  of  Investments'  control  over  the 
investments  of  the  funds.   The  Attorney  General  acts  as 
legal  counsel  for  the  Public  Employees'  Retirement 
Board. 

In  the  administration  of  each  fund  of  the  indivi- 
dual retirement  systems,  the  Public  Employees'  Retire- 
ment Division  maintains  three  separate  accounts:   1) 
the  Annuity  Savings  Reserve,  2)  the  Pension  Accumula- 
tion Reserve,  and  3)  the  Annuity  Savings  Interest 
Reserve.   These  three  accounts  comprise  the  "agency" 
fund  of  the  various  individual  retirement  systems. 

Contributions  from  employees  are  accumulated  in 
the  Annuity  Savings  Reserve  with  an  individual  balance 
being  maintained  for  each  member.  The  Annuity  Savings 
Interest  Reserve  accumulates  interest  which  is  earned 
on  the  contributions  made  by  the  members  of  the  indi- 
vidual systems.   Interest  is  credited  to  the  individual 
member's  account  once  a  year.   Employer  contributions 
are  accumulated  in  the  Pension  Accumulation  Reserve. 
When  members  retire,  die,  or  become  disabled,  their 
contributions  and  interest  earned  on  contributions  are 
transferred  to  the  Pension  Accumulation  Reserve. 
Benefit  payments  are  made  from  this  reserve  to  retired 
and  disabled  members.   Refunds  to  terminated  members 
are  withdrawals  of  the  members'  contributions  and 
interest  earned. 
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The  Public  Employees'  Retirement  System  receives  a 
legislative  appropriation  for  administrative  expendi- 
tures. Periodic  transfers,  not  to  exceed  the  amount  of 
the  appropriation,  are  made  from  the  agency  fund  (the 
Pension  Accumulation  Reserve  account)  to  the  earmarked 
revenue  fund.   Administrative  expenditures  are  paid 
from  the  earmarked  revenue  fund.   This  fund  is  being 
audited  in  connection  with  our  audit  of  the  Department 
of  Administration. 

The  division  accounts  for  the  collection  and 
disbursement  of  social  security  payments  for  public 
employees  and  employers  in  the  Social  Security  Trust 
Fund.   The  Board  of  Investments  invests  social  security 
collections  as  they  are  received.   Interest  income 
earned  on  the  investm.ent  of  social  security  collections 
is  credited  to  the  PERS  agency  fund  and  is  available 
for  payment  of  the  administrative  expenses  of  the 
division.   Social   security  investment  income  was 
$490,573  in  fiscal  year  1976-77  and  $607,523  in  fiscal 
year  1977-78.   The  investments  are  redeemed  quarterly 
to  disburse  to  the  federal  government  the  necessary 
payments  for  the  social  security  contributions.   The 
payments  to  the  federal  government  are  payable  45  days 
after  the  end  of  each  quarter.   Legislation  has  been 
introduced  in  t.ie  United  States  Senate  to  mandate 
quicker  deposit  of  state  payments  of  social  security 
contributions . 
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CONTRIBUTIONS 

The  division  receives  employee  and  employer  con- 
tributions, along  with  monthly  payroll  reports,  from 
each  member  employer  and  deposits  the  contributions 
into  the  appropriate  retirement  system.  These  contri- 
butions constitute  a  major  source  of  funds  to  the 
systems  and  require  adequate  controls  for  recording 
receipts.   Our  review  of  contribution  transactions  and 
related  accounting  records  revealed  the  following 
problem  areas. 

Central  Payroll  Transfers 

Employee  and  employer  retirement  fund  contribu- 
tions that  are  deducted  biweekly  by  the  Central  Payroll 
Division  of  the  State  Auditor's  Office  are  transferred 
to  the  division  monthly.   In  the  interim  period,  from 
the  date  of  deduction  to  the  date  of  transfer,  the 
contributions  are  invested  by  the  Board  of  Investments, 
and  the  corresponding  investment  earnings  are  credited 
to  the  state  general  fund.   Earnings  on  retirement  fund 
contributions  should  be  credited  to  the  appropriate 
retirement  fund. 

If  contributions  deducted  in  each  pay  period  had 
been  transferred  to  the  fund  two  days  following  the 
issuance  of  state  payroll  warrants,  the  Public  Em- 
ployees' Retirement  Fund  would  have  gained  approxi- 
mately $50,000  in  investment  earnings  in  fiscal  year 
1977-78. 
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Although  the  Central  Payroll  Division  is  in  com- 
pliance with  current  laws  in  making  monthly  transfers, 
considering  the  long  range  significance  on  the  solvency 
of  the  funds,  the  biweekly  transfers  should  be  made  so 
the  investment  earnings  can  be  credited  to  the  appro- 
priate fund.   In  discussions  with  Central  Payroll 
Division  personnel,  we  identified  no  problems  that 
would  prevent  biweekly  transfers  of  contributions  after 
adjustments  for  cancelled  warrants.  The  Central  Payroll 
Division  would  continue  to  provide  backup  contribution 
reports  to  PERD  on  a  monthly  basis. 

RECOMMENDATION  #1 

We  recomniend  that  the  Central   Payroll  Division  of  the  State 
Auditor's  Cffice  transfer  retirement  fund  contributions  biweekly 
to  the  Public  Employees'  Retirement  Division. 

Court  Fees 

During  fiscal  year  1975-77,  25  percent  of  court 
fee  collections  were  to  be  credited  to  the  Judges' 
Retirement  Fund.   In  fiscal  year  1977-78,  statutes 
changed  to  provide  contributions  from  court  fee  collec- 
tions to  equal  20  percent  of  judges'  salaries.   Collec- 
tions during  fiscal  years  1976-77  and  1977-78  were 
received  and  deposited  by  the  Treasury  Division  through 
a  collection  report  remitted  by  the  counties.   Reliance 
for  collection  and  deposit  of  court  fees  is  placed  on 
the  Treasury  Division. 

l.S 


Amounts  to  be  deposited  in  the  retirement  fund  aro 
estimated  by  the  Supreme  Court  at  the  beginning  of  the 
fiscal  year  based  upon  expected  salaries  of  judges  in 
the  retirement  system.   The  fiscal  year  1977-78  esti- 
mate was  not  received  by  the  division  until  July  1978. 
Once  the  20  percent  of  these  estimated  salaries  was 
reached  and  deposited  into  the  fund,  the  remaining 
portion  of  the  court  fee  collections  was  to  be  depos- 
ited to  the  state  general  fund. 

Since  the  estimate  was  not  received  until  the 
following  fiscal  year,  the  court  fee  collections  con- 
tinued to  be  deposited  after  the  20  percent  maximum  was 
reached.   The  division  maintained  no  procedures  to 
monitor  these  deposits  to  the  Judges'  Retirement  Fund, 
resulting  in  an  overpayment  of  $94,858  in  court  fees 
into  the  fund.   The  Office  of  the  Court  Administrator 
discovered  this  error  at  fiscal  year-end  and  made  the 
appropriate  correcting  entry.   The  fund  obtained  an 
inter-entity  loan  from  the  Public  Employees'  Retirement 
System  to  put  the  excess  court  fee  deposits  into  the 
state  general  fund  as  required  by  statute.   This  loan 
caused  the  PERS  fund  to  lose  interest  on  $45,000  for  18 
days. 
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RECOMMENDATION  #2 

We    recommend    that    the    Office   of   the    Court    Administrator 

provide    the  necessary  information  on  judges'   salaries  on  a 

current    basis    to    enable    the    division    to   monitor    court   fee 

collections. 

Deposits  of  Cash  Receipts 

The  retirement  division  deposits  cash  collections 
with  the  Treasury  Division  twice  daily  via  a  messenger 
service.   The  social  security  program  makes  deposits 
with  the  Treasury  Division  when  the  accumulated  amount 
of  the  deposit  is  $100,000  or  a  batch  of  50  items  is 
collected.   During  our  review  of  timeliness  of  the 
division's  deposits,  we  tested  deposits  made  by  the 
division  for  the  social  security  program  and  the  vari- 
ous retirement  systems.   We  noted  that  47  of  the  116 
sample  items  tested  were  not  deposited  by  the  division 
on  a  timely  basis.   In  one  instance,  we  found  a  17-day 
delay  on  a  deposit  of  $31,118.  A  deposit  was  classified 
as  untimely  if  the  cash  was  received  by  the  Treasury 
Division  later  than  the  next  working  day  after  the 
moneys  were  received  by  the  division. 

Title  17-6-105(6),  MCA,  states  in  part: 

"All  moneys,  credits,  evidences  of  indebted- 
ness, and  securities  received  by  a  state 
agency  .  .  .  shall  be  deposited  with  the 
state  treasurer  .  .  .  each  day  when  the 
accumulated  amount  .  .  .  requiring  deposit 
exceeds  "^100  or  total  collections  exceed 
$500  ..." 
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RECOMMENDATION  #3 

We   recommend   that  the   division   deposit  cash   receipts  on  a 

timely  basis. 

DISBURSEMENTS 

During  fiscal  years  1976-77  and  1977-78,  the 
division  made  the  following  nonadministrative  dis- 
bursements : 


Social   Security  Payments 

to   the  Federal    Government 
Benefit   Payments 
Rsfund  Payments 
Total 


1976-77 


$49,497,630 

12,510,651 

5,078,231 

$67,086,512 


1977-78 


$54,673,276 

15,723,775 

6,117,814 

$76,514,865 


Our  review  of  disbursement  transactions  and  related 
accounting  records  revealed  the  following  problem 
areas. 

Refund   and  Benefit  Payment  Delays 

Division    personnel     have     stated    that    refunds    of 
members'    contributions    are   not   a  priority  of  the   divi- 
sion.     They    state    that    the    purpose    of    the    division    is 
to     administer    retirement    systems    and    to    service    the 
members  of  those  systems  receiving  retirement  benefits. 
Since   statutes   require   that   individuals   employed  by   the 
state    of    Montana    shall    be    members    of    the    retirement 
system,      (section    19-3-401,     MCA)    accordingly,     members 
requesting    refunds    should    receive    equal    service    from 
the  division. 
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The  Administrative  Rules  of  Montana  state  that 
refund  applications  should  be  processed  within  ten 
working  days  of  their  receipt,  with  five  additional 
days  for  refunds  with  interest.   In  our  review  of  the 
refund  of  contributions  cycle,   the  average  time 
required  for  the  issuance  of  a  refund  in  the  sample 
tested  was  44  days. 

It  is  necessary  for  the  division  to  receive  a 
terminated  employee's  final  contributions  from  the 
employer  before  a  final  refund  can  be  issued;  there- 
fore, refunds  are  not  processed  until  the  final  con- 
tribution information  is  updated  to  the  retirement 
system  master  file  and  the  file  is  balanced.   That  may 
be  as  many  as  30  days  after  the  member's  termination 
date.   PERD  personnel  stated  that  this  procedure  re- 
duced the  number  of  incorrect  refunds.   The  procedure 
also  allows  for  the  member's  interest  earned  to  be 
updated. 

The  division  could  reduce  the  time  required  to 
issue  a  refund  by  implementing  one  of  several  alterna- 
tives without  sacrificing  the  accuracy  of  the  refund. 
These  alternatives  include,  but  are  not  limited  to, 
updating  and  balancing  the  master  file  on  a  more  fre- 
quent basis  and/or  issuing  estimated  payments. 

In  investigating  these  alternative  solutions  we 
found  that  under  the  current  computer  system  it  is  not 
possible  to  reduce  the  tinr.e  needed  for  the  update  and 
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balancing  cycle.   However,  division  personnel  indicated 
that  adjustments  may  be  made  to  a  proposed  new  system 
to  reduce  the  overall  time  for  refund  payments.   We 
found  that  the  proposed  new  system  does  not  address 
this  problem.   Issuing  an  estimated  payirent  tc  termi- 
nated members  may  require  the  division  to  issue  two 
warrants  to  the  individual.   The  additional  cost  of 
issuing  two  warrants  may  be  compensated  for  by  the  more 
timely  service  provided  to  terminated  members. 

We  determined  that  the  average  time  from  a  mem- 
ber's effective  date  of  retirement  to  the  receipt  of 
his  first  benefit  payment  was  55  days  for  the  sample 
items  tested.   Although  the  payment  is  retroactive,  too 
much  time  elapses  before  a  retiree  receives  his  first 
benefit  payment. 

We  discussed  the  situation  with  division  personnel 
and  were  informed  that  with  the  implementation  of  the 
proposed  computer  system  in  October  1980,  the  initial 
benefit  payment  will  be  made  within  30  days  of  the 
member's  effective  date  of  retirement. 

RECOMMENDATION  #4 

We  recommend  that  the  division: 

A.  Work  to  reduce  refund  delays. 

B.  Implement  procedures   to  reduce  the  time  elapsed  before 
a  retiree  receives  his  initial  benefit  payment. 
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Inactive  Members'  Savings  Accounts 

We  found  in  our  testing  that  the  division  main- 
tains, on  the  computerized  membership  system,  more  than 
10,000  inactive  member  savings  accounts.   Inactive 
savings  accounts  are  comprised  of  the  contributions  of 
employees  who  have  terminated  employment  with  the  state 
and  have  not  requested  a  refund  of  their  contributions. 
Also  included  are  terminated  employees  who  requested  a 
refund  and  were  not  refunded  the  proper  amount.   Those 
individuals  not  receiving  proper  refunds  may  be  identi- 
fied on  the  retirement  system's  master  file  by  comparing 
the  refund  lists  to  the  master  file  on  the  computer 
system  and  printing  any  file  that  does  not  have  a  zero 
balance. 

The  accounts  are  also  broken  down  between  employ- 
ees that  have  vested  and  nonvested  accounts  in  the 
retirement  systems.   There  are  415  vested  members  with 
savings  accounts  that  range  from  $771  to  $22,855  (total 
amount  accumulated  is  $2,685,401  for  vested  members). 

The  remaining  accounts,  approximately  9,600,  are 
those  of  nonvested  members  (total  amount  accumulated 
for  nonvested  members  is  $1,052,333).   We  found  that 
some  nonvested  members  had  terminated  prior  to  1949, 
and  47  percent  of  the  nonvested  accounts  are  not  accru- 
ing interest.   These  accounts  consist  of  members  who 
terminated  prior  to  July  1,  1974.   New  legislation  went 
into  effect  at  that  date  that  allowed  the  refund  of 
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interest  earned  on  a  member's  contribution  when  that 
member  terminated.   It  is    unclear  whether  these  ac- 
counts of  members  terminated  prior  to  July  1,  1974 
should  be  accruing  interest,   like  the  accounts  of 
members  that  terminated  after  July  1,  1974,  an^  ve  have 
requested  an  Attorney  General's  Opinion  to  clarify  the 
issue.   The  balances  in  these  accounts  range  from  $1  to 
$2,500. 

It  is  likely  that  many  of  the  members  who  termi- 
nated in  the  1940 's  through  the  1970 ' s  are  not  aware  of 
the  balances  in  their  dormant  savings  accounts.   Inac- 
tive members  do  not  receive  an  annual  statement  of 
their  account  from  the  division.   Division  personnel 
stated  that  locating  and  informing  inactive  members  of 
the  current  status  of  their  accounts  would  be  diffi- 
cult.  The  division  attempts  to  locate  these  members 
about  once  every  10  years.   The  division  does  not 
maintain  current  address  files  on  inactive  members. 

We  agree  that  a  program  to  locate  inactive  members 
will  be  difficult  initially;  however,  continued  effort 
to  locate  and  maintain  contact  with  inactive  members 
through  issuance  of  annual  statements  of  their  account 
balances  would  eventually  minimize  the  number  of  in- 
active accounts . 

The  division  has  a  fiduciary  responsibility  to 
attempt  to  locate  and  inform  inactive  members  of  the 
current  status  of  their  accounts  and  the  options  avail- 
able to  them. 
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RECOMMENDATION  #5 

We  recommend  thai  the  division: 

A.  Provide    annual    statements    to   all   active   and    inactive 
members  of  the  retirement  systems. 

B.  Periodically    compare   refund    lists   with    the    retirement 
system    master    file    to    verify    that    each    withdrawing 
member    receives  a   full   refund  and   refund   the   unpaid 
amount  to  any  member  determined  not  to  have  received 
a  full  refund. 

Termination  of  Retirement  Payments   Upon  Death  of 
Member 

In  our   review  of  retirement  benefit  procedures,    we 
found    that    the    division   does    not   have    adequate   proce- 
dures   to    verify    that  retirement  benefit  payments   cease 
upon   the   death  of   a   retired  merriber.      The   PERD   relies   on 
a    third    party    to    notify    them    of    a    retired    member's 
death.       In    one    instance,    a   retired  member's   widow  con- 
tinued  to   cash  his   retirement  checks    for   several   months 
after  his  death.     The  case  is  pending  a  court  decision. 

The    Department    of    Health    and    Environmental    Sci- 
ences   has    maintained  magnetic   tape    files   of  the  deaths 
of    all    Montana    citizens    (and    deaths    occurring    in    the 
state)    since    1954.      This    information    is    available    for 
use    by    the    Public    Employees'     Retirement    Division    as 
these    files    can   be   accessed  by   a  computer  program.      As 
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of  January  1,   1979,   individuals  are  identified  by 
social  security  number  as  well  as  by  name.   The  divi- 
sion should  request  access  to  the  magnetic  tape  files 
and  use  them  to  ensure  that  benefit  payments  cease  upon 
the  death  of  a  retired  member. 

RECOMMENDATION  #6 

We  recommend  that  the  division  compare  the  benefits  payroll 
on  a  periodic  besis  to  the  most  recent  tape  files  from  the 
Department  of  Health  and  Environmental  Sciences. 

ADMINISTRATIVE  EXPENSES  OF  THE  RETIREMENT  SYSTEMS 

Administrative  expenses  of  the  retirement  systems 
(other  than  PERS )  are  to  be  paid  from  one  of  three 
sources:   1)  by  appropriation  from  the  state  general 
fund;  2 )  by  a  percentage  of  each  member's  compensation; 
or  3 )  by  a  charge  to  the  specific  retirement  system. 
Related  statutes  provide  the  appropriate  funding  source 
for  payment  of  the  administrative  expenses  of  each 
retirement  system.    Investment  income  from  social 
security  collections  is  available  for  use  by  the  PERD 
to  pay  the  administrative  expenses  of  the  division  (see 
page  13).   The  division  could  utilize  this  income  for 
the  administrative  expenses  of  all  the  retirement 
systems  administered  by  the  division. 
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System 

Public  Employees' 
Retirement 

Municipal  Police 

Officers' 

Retirement 
Game  Wardens' 

Retirement 


Sheriffs'  Retirement 
Judges'  Retirement 
Highway  Patrolmen's 

Retirement 
Volunteer  Firemen's 

Compensation 


Statutory  Funding  Source 
for  Administrative  Expenses 

Membership  fees, 

general  fund 

appropriation 
State  of  Montana 


Percentage  of  members' 
salaries  -  (paid  by 
Department  of  Fish, 
Wildlife  &  Parks) 

State  of  Montana 

Charge  to  the  fund 

State  of  Montana 
general  fund 

Charge  to  the  fund 


Current  Funding  Source 

Social  Security 
Interest  Income 

No  charge 


Charge  to  the  fund 


No  charge 
No  charge 
State  of  Montana 

general  fund 
Charge  to  the  fund 


The  division  dees  not  have  a  basis  for  determining 
administrative  charges  to  the  various  retirement  sys- 
tems.  We  found  that  the  Sheriffs',  Judges',  Municipal 
Police  Officers'  and  Volunteer  Firemen's  systems  were 
not  charged  with  administrative  expense  in  fiscal  year 
1977-78  (Sheriffs'  and  Municipal  Police  Officers'  were 
not  charged  in  fiscal  year  1976-77).   The  social  secu- 
rity interest  income  pays  the  entire  administrative 
cost  for  these  systems  even  though  the  Municipal  Police 
Officers'  and  the  Highway  Patrolmen's  systems  do  not 
participate  in  the  social  security  program. 

There  are  several  methods  available  to  the  divi- 
sion to  alj.ocate  administrative  costs.  These  methods 
include,  but  are  not  limited  to: 
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1.  Paying  for  all  administrative  expenses  of  the 
division  with  social  security  investment 
income  even  though  not  all  systems'  members 
pay  social  security  taxes. 

2.  Charging  each  retirement  system  for  the 
direct  costs  of  the  system  (i.e.,  actuarial 
fees ) . 

3.  Allocating  a  percentage  of  the  total  adminis- 
trative expenses  of  the  division  to  each 
system  based  upon  total  members  or  total 
retired  members . 

4.  Charging  each  system  an  administrative  fee 
based  on  a  percentage  of  members  of  the 
system  that  retire  or  terminate. 

In  our  detail  testing  we  also  found  that  the 
division  does  not  properly  account  for  administrative 
expenses  charged  to  the  various  retirement  systems.   In 
fiscal  year  1976-77,  the  PERS  billed  the  Highway  Patrol- 
men's and  Volunteer  Firemen's   retirement  systems  for 
$2,000  and  $987  respectively.   The  $2,987  received  from 
the  systems  was  used  to  pay  an  actuarial  bill  incurred 
by  the  PERD  for  services  provided  the  Public  Employees' 
Retirement  System.   This  expense  was  not  recorded  in 
the  accounting  records  as  a  professional  service  pro- 
vided the  PERS,  but  was  charged  to  the  Highway  Patrol- 
men's and  Volunteer  Firemen's  systems  as  a  professional 
service  expense. 
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RECOMMENDATION  #7 

We  recommend  that  the  division: 

A.  Establish  an  equitable  and  consistent  method  for  charg- 
ing   each    retirement    system    for  costs   incurred   in   the 
administration  of  the  system. 

B.  Record   and   identify  all    transfers   between   the   systems 
to  properly  reflect  the  activity  of  the  funds. 

PUBLIC    EMPLOYEES'    RETIREMENT   BOARD 
Review  of  Disability  Retirements 

The    Public    Employees'     Retirement    Board    has    not 
reviewed   the   records   of  disabled  members   of  the  various 
retirement    systems    other    than   PERS    who    were    granted    a 
disability     retirement    prior     to    the    time    the    board 
received     administrative     authority    over    the    systems. 
The    statutes    state   that   if  a  disabled  iTiember   is   deter- 
mined   by    the    board    to   be    no    longer    totally   and   per- 
manently  disabled,    his    disability   retirement   allowance 
shall  cease. 

RECOMMENDATION  #8 

We    recommend    that    the    f'ublic   Employees'   Retirement   Board 
review   disability    records    for  all   the   retirement  systems   to 
determine    that   th^   individuals   continue  to  qualify   for  dis- 
ability retirement. 
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Income  Earned  by  Disabled  Retirees 

The  PERD  has  no  procedures  to  verify  reported 
income  of  disabled  members  of  the  Public  Employees' 
Retirement  System.   Section  19-3-1103,  MCA,  places  a 
limit  on  the  amount  of  earnings  of  disability  retirees. 
This  law  requires  that  the  member's  benefit  plus  employ- 
ment earnings  shall  not  exceed  the  amount  of  his  month- 
ly compensation  at  the  time  of  his  retirement.   The 
disability  benefit  should  be  reduced  until  the  benefit 
plus  earnings  is  equal  to  his  final  monthly  compensa- 
tion. 

The  PERD  requires  that  an  "Annual  Earnings  Report" 
be  completed  by  the  disabled  member  listing  employment 
earnings.   The  division  has,  on  occasion,  requested  a 
certified  tax  return  from  individuals;  however,  the 
division  takes  no  other  action  to  assure  that  earnings 
reported  are  correct.   The  Employment  Security  Division 
(ESD)  of  the  Department  of  Labor  receives  quarterly 
reports  of  employees'  earnings.   The  PERD  should  work 
with  ESD  to  verify  wages  earned  by  disabled  members. 

RECOMMENDATION  #9 

We    recommend    that   the    division    implement   procedures,    in 
cooperation  with   the  Employment  Security  Division,   to  verify 
that  income  reported  by  the  disabled  members  is  correct. 
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DUPLICATE  ACCOUNTING  RECORDS 

The  division  maintains  two  separate  recordkeeping 
systems.   All  transactions  are  recorded  on  the  State- 
wide Budgeting  and  Accounting  System  (SBAS),  as  well  as 
a  set  of  handkept  books  for  each  retirement  system. 
The  documents  utilized  to  make  all  of  the  necessary 
entries  onto  SBAS  are  also  required  to  make  the  entries 
on  the  division's  manual  set  of  books.   Any  additional 
information  needed  to  explain  or  expand  SBAS  entries  is 
detailed  on  the  manual  records. 

In  April  1978,  reconciliations  from  the  division's 
books  to  SBAS  were  made  for  the  first  time  to  bring  the 
manual  records  into  agreement  with  SBAS.   Currently, 
division  personnel  reconcile  the  manual  set  of  records 
to  SBAS  monthly.   Division  personnel  stated  that  some 
duplication  of  effort  occurs  xn   the  maintenance  of  the 
handkept  records  and  the  manual  reconciliations. 

We  determined  that  meaningful  financial  statements 
for  our  audit  period  could  only  be  prepared  from  a 
combination  of  both  the  manual  system  and  SBAS   In  our 
follow-up,  we  found  that  meaningful  financial  state- 
ments can  be  prepared  from  SBAS  for  fiscal  year  1978-79. 

RECOMMENDATION  #10 

We   recommend   that  the  division  maintain  one  set  of  account- 

inc  records  by  utilizing  SBAS  for  all  transactions. 
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RESERVE  ACCOUNT  STRUCTURE 

The  Public  Employees'  Retirement  Division  main- 
tains three  separate  accounts  for  each  retirement 
system:   the  Annuity  Savings  Reserve,   the  Pension 
Accumulation  Reserve  and  the  Annuity  Savings  Interest 
Reserve  (see  page  12  of  this  report).   The  maintenance 
of  the  Annuity  Savings  Interest  Reserve  is  not  neces- 
sary for  proper  accounting  by  the  retirement  systems  or 
for  actuarial  evaluations.   The  membership  accounting 
system  maintains  balances  for  each  individual  member's 
contributions  ,:ind  interest.   Eliminating  the  Annuity 
Savings  Interest  Reserve,  by  crediting  interest  on 
member  contributions  to  the  Annuity  Savings  Reserve, 
would  expedite  the  accounting  process  by  allowing 
division  personnel  to  make  fewer  transfers  between  the 
accounts.   This  would  result  in  time  and  cost  savings 
to  the  systems . 

RECOMMENDATION  #11 

We  recommend  that  the  division  credit  interest  on  members' 
contributions  to  the  Annuity  Savings  Reserve  and  eliminate 
the  Annuity  Savings  Interest  Reserve. 

DATA  PROCESSING 
Background 

The  division  utilizes  a  computerized  system  to 
control  contribution  information  and  retirement  bene- 
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fits  for  all  members  of  the  six  retirement  systems. 
The  membership  system  maintains  contribution  data  by 
month  and  year-to-date  as  well  as  total  contributions 
from  prior  years.   Interest  earned  on  member  contribu- 
tions is  calculated  each  month  and  is  compounded  at 
fiscal  year-end.   There  are  approximately  30,000  active 
and  10,000  inactive  members  listed  on  the  computerized 
membership  system,  which  has  been  in  existence  since 
1974. 

A  project  to  design  and  implement  a  new  membership 
system  to  provide  more  useful  and  timely  data  is  cur- 
rently underway  at  the  Information  Systems  Division  of 
the  Department  of  Administration.   Our  review  of  the 
division's  computerized  membership  system  disclosed  the 
following  weaknesses. 
Disaster  File  Retention 

The  division  has  not  provided  the  Computer  Ser- 
vices Division  (CSD)  with  procedures  to  follow  to 
adequately  backup  the  division's  computer  files  in  case 
of  a  disaster  that  would  render  the  files  kept  at  CSD 
inaccessible.   Consequently,  in  the  event  of  such  a 
disaster,  the  division's  master  files  could  not  be 
recreated  through  automated  means  without  substantial 
and  costly  reruns.   Division  personnel  have  estimated 
the  cost  between  $50,000  and  $100,000  to  reconstruct 
the  master  file  for  one  year.   As  a  part  of  an  effec- 
tive and  secure  computer  system,  master  and  transaction 
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files  should  be  copied  and  securely  stored  on  a  peri- 
odic basis  at  premises  located  apart  from  the  normal 
retention  facility. 

RECOMMENDATION  #12 

We  recommend  that  the  division  estabhsh  disaster  file  reten- 
tion procedures  that  will  adequately  backup  the  division's 
computer  files. 

Reconciliation  of  Cash  Received 

Member  contributions  that  are  recorded  in  the 
membership  system  are  not  reconciled  to  contributions 
deposited  with  the  Treasury  Division  and  reported  on 
SBAS.   This  problem  exists  partially  because  of  timing 
differences  and  partially  because  the  membership  system 
does  not  report  the  information  necessary  for  such  a 
reconciliation.  The  information  required  to  accomplish 
the  reconciliation  is  available  in  the  membership 
system,  and  should  be  provided  to  the  division  on  a 
monthly  basis  in  order  to  ensure  that  all  dollars 
reflected  in  the  system  are  likewise  deposited  with  the 
Treasury  Division  and  recorded  on  the  state's  official 
accounting  records . 
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RECOMMENDATION  #13 

We  recommend  that  the  division  revise  the  new  membership 
system  to  provide  the  necessary  information  to  effect  a 
monthly  reconciliation  of  contributions  reported  in  the  mem- 
bership subsidiary  system  to  cash  deposited  with  the  Treasury 
Division. 

Benefit  Computer  Program 

One  of  the  stated  objectives  of  the  original 
design  specifications  of  the  membership  system  was  to 
calculate  and  monitor  retirement  benefits.   However, 
this  facet  was  not  made  operational  because  the  pro- 
gramming did  not  meet  the  needs  of  the  retirement 
systems.   Consequently,  benefit  calculations  and  the 
monitoring  of  retirement  benefits  are  performed  manual- 
ly by  the  division.   Approximately  700-800  members 
retire  each  year,  and  PERD  personnel  spend  five  to  ten 
hours  on  each  retirement  file.   Staff  savings  may  be 
minimal  as  a  manual  review  of  the  computation  is  neces- 
sary.  Because  of  the  complexities  of  computing  service 
times  for  retirees  or  other  information  unique  to  a 
particular  member,  it  may  be  necessary  to  manually 
calculate  portions  of  retirement  information  as  input 
to  the  system.   However,  estimated  benefit  checks  could 
be  issued  within  30  days  of  the  effective  date  of 
retirement,  if  retirement  benefit  calculations  were 
computerized. 
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RECOMMENDATION  #14 

We  recommend  that  the  division  incorporate  in  the  new  mem- 
bership  system  a  benefit  cycle   that  will   calculate   estimated 
benefits  and  monitor  retirement  benefits. 

ACTUARIAL  TABLES 

The  division  does  not  retain  copies  of  all  actu- 
arial tables  essential  for  the  recalculation  of  benefit 
payments.   In  our  testing  of  benefit  payments,  we  could 
not  substantiate  the  validity  of  the  benefit  calcula- 
tions made  when  members  retired  prior  to  July  1,  1971 
because  the  actuarial  tables  used  prior  to  that  date 
have  been  disposed  of  by  division  personnel. 

RECOMMENDATION  #15 

We  recommend  that  the  division  maintain  a  permanent  file  of 
all  tables,  formulas,  and  other  methodology  used  to  calculate 
benefit  payments. 

FINMJCIAL   MATTERS 

In   our   review   of  other   financial  matters   relating 
to    the    division   we    found   the    following   weaknesses    in 
the  division's  current  procedures: 


■The  division  does  not  monitor  payback  installments 
or  notify  the  individual  when  payrrient  is  complete. 
Payback    installments    are   made    by    individuals    who 
are   buying   back    service   credits    for  prior   service 
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in  the  system.   The  payback  installments  should  be 
monitored  and  the  individuals  should  be  notified 
when  payment  is  completed  so  the  appropriate 
service  credits  may  be  transferred  to  the  individ- 
ual's account. 

-The  division  does  not  accrue  benefit  and  refund 
disbursements  when  a  valid  obligation  exists  at 
year-end.   Generally  accepted  accounting  prin- 
ciples require  that  pension  funds  be  reported  on  a 
full  accrual  accounting  basis. 

-Transfers  of  retired  employees'  contributions  and 
interest  to  the  reserve  are  not  made  on  a  timely 
basis.   The  transfers  should  occur  within  a  few 
months  after  the  Public  Employees'   Retirement 
Board  approves  a  retirement  application. 

-The  division  does  not  require  member  employers  to 
immediately  remit  the  amount  of  any  underpayment 
of  contributions  to  the  division  upon  discovery  of 
an  underpayment.    In  compliance  with  section 
19-3-804,  MCA,  as  amended  by  the  1979  legislature, 
these  underpayments  should  be  remitted  to  the 
division  on  a  timely  basis. 

-The  division  has  not  disclosed  in  its  financial 
statements  the  dollar  effect  of  changes  in  the 
actuarial  assumptions  which  occurred  when  the 
retirement  systems  were  evaluated  by  the  systems 
actuary.   The  effect  of  any  changes  in  assumptions 
can  be  calculated  by  an  actuary  at  the  time  he 
makes  his  evaluation.  The  division  should  require 
the  actuary  to  disclose  the  dollar  effect  of 
changes  in  assumptions  for  each  actuarial  evalua- 
tion. 

-The  minutes  of  the  Public  Employees'  Retirement 
Board  were  not  completely  updated  or  approved  by 
the  board  at  the  time  of  our  review.   As  of 
March  20,  1979,  the  minutes  for  the  board  meetings 
held  during  August  through  December  1975  were  not 
typed  or  approved  by  the  board.   Minutes  from 
fiscal  year  1977-78  board  meetings  have  not  been 
signed.   Information  pertinent  to  the  determina- 
tion of  retirement,  disability,  and  death  benefits 
may  be  lost.   Prior  auditors  have  also  recommended 
that  board  minutes  be  kept  up-to-date.  The  division 
should  maintain  current  minutes  of  board  meetings. 

-The  method  used  for  the  calculation  of  the  death 
benefits  due  a  beneficiary  excludes  the  salary 
earned  by  a  decedent  during  his  final  month  of 
employment.   This  procedure  of  excluding  the  last 
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month's  compensation  is  not  consistent  with  that 
used  to  calculate  other  retirement  benefits.  Some 
beneficiaries  of  deceased  members  are  not  receiv- 
ing full  compensation  due  to  the  method  of  compu- 
tation. The  division  should  comply  with  section 
19-3-1202(2),  MCA,  in  computing  the  death  bene- 
fits. 

-The  division  did  not  accrue  substantial  contri- 
bution receivables  at  fiscal  year-end  1976-77  and 
1977-78.   Our  estimates  indicated  that  accounts 
receivable,  by  system,   at  June  30,   1978  were 
understated  by  the  following  amounts: 


Retirement  System 

Public  Employees  $2,868,054 

Police  Officers  83,884 

Sheriffs  70,238 

Judges  14,622 

Game  Wardens  27,243 

Highway  Patrol  23,975 

Estimated  Total  Understatement  $3,088,016 


Retirement  plans  must  use  the  accrual  basis  of 
accounting  to  provide  a  fair  and  fully  disclosed 
financial  position  at  the  end  of  any  accounting 
period. 

-The  division  does  not  have  an  operations  manual 
for  the  computerized  system  that  is  used  to  con- 
trol contribution  information  for  all  members  of 
the  six  retirement  systems .   There  are  no  written 
procedures  governing  authorization  of  all  data 
entering  the  system.   The  division  should  develop 
and  maintain  an  operations  manual. 


RECOMMENDATION  #16 

We    recommend    that    the    division    correct    the    weaknesses 

described  above. 
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INTERNAL  CONTROL 

As  part  of  our  examination,  we  reviewed  and  tested 
the  division's  system  of  internal  accounting  control  to 
establish  a  basis  for  reliance  thereon  in  determining 
the  nature,  timing,  and  extent  of  other  auditing  proce- 
dures necessary  for  expressing  an  opinion  on  the  finan- 
cial statements  and  to  assist  in  planning  and  per- 
forming our  examination  of  the  financial  statements. 

The  objective  of  internal  accounting  control  is  to 
provide  reasonable,  but  not  absolute,  assurance  as  to 
the  safeguarding  of  assets  against  loss  from  unauthor- 
ized use  or  disposition  and  the  reliability  of  finan- 
cial records  for  preparing  financial  statements  and 
maintaining  accountability  for  assets.   The  concept  of 
reasonable  assurance  recognizes  that  the  cost  of  a 
system  of  internal  accounting  control  should  not  exceed 
the  benefits  derived  and  also  recognizes  that  the 
evaluation  of  these  factors  necessarily  requires  esti- 
mates and  judgments  by  management. 

Our  study  and  evaluation  of  the  division's  system 
of  internal  accounting  control  for  fiscal  years  1975-77 
and  1977-78  would  not  necessarily  disclose  all  weak- 
nesses in  the  system  because  it  was  based  upon  selected 
tests  of  accounting  records  and  related  data.  Although 
our  study  and  evaluation  did  not  disclose  material 
weaknesses  in  the  internal  accounting  controls  estab- 
lished by  the  division  and  the  division's  compliance 
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with  those  controls,  we  discuss  other  weaknesses  in  the 

following  sections. 

Contributions 

— Incoming  checks  received  by  the  division  are 
logged  in  by  the  mail  clerk  but  are  not  restric- 
tively  endorsed  until  they  are  transferred  to  the 
deposit  clerk's  desk.   The  log  is  not  compared  to 
the  Treasury  Deposit  Ticket  when  the  deposit  is 
made.   MOM  section  2-1210.21  states,  "Negotiable 
instruments  shall  be  restrictively  endorsed  at  the 
time  of  initial  receipt."   The  division  should 
comply  with  this  section  and  could  eliminate  the 
use  of  the  cash  log  as  a  control  tool. 

Refunds  and  Benefit  Payments 

— There  is  inadequate  segregation  of  duties  in  the 
processing  of  retirement  payrolls  and  refunds  of 
member  contributions.  The  disbursements  cashier 
performs  the  following  functions: 

1.  the  custodianship  of  all  individual  retire- 
ment files, 

2.  the  authorization  to  initiate  changes  to 
files, 

3.  the  balancing  of  individual  records  to  a 
computer  generated  payroll  listing, 

4.  the  authorization  of  the  issues  of  retirement 
warrants ,  and 

5.  warrants  issued  for  payment  to  a  new  retiree 
are  returned  to  the  disbursements  cashier  for 
proofreading  prior  to  being  mailed. 

Requiring  the  benefits  supervisor  to  perform  the 
authorization  functions  (2  and  4)  would  eliminate 
the  weaknesses  described  above. 

— Changes  to  the  retirement  payroll,  other  than  the 
determination  of  the  monthly  gross  benefit,  are 
not  reviewed  and  approved  by  the  benefits  bureau 
chief. 

— Records  of  benefits  paid  are  agreed  to  records  of 
payments  authorized  by  an  employee  who  is  not 
independent  of  the  payroll  preparation  and  dis- 
bursements function. 
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•-Worksheets  used  to  calculate  retirement  benefits 
for  the  Volunteer  Firemen's  System  are  not  re- 
viewed or  approved  by  the  benefits  bureau  chief. 


RECOMMENDATION  #17 

We  recommend  that  the  division  initiate  procedures  to  correct 

the  internal  accounting  control  weaknesses  noted  above. 

SUMMARY  OF  PRIOR  AUDIT  RECOMMENDATIONS 

The  June  30,  1976  audit  reports  on  the  Public 
Employees'  Retirement  Division  and  the  Volunteer  Fire- 
men's Compensation  Fund  contained  27  recommendations  to 
the  division.   The  agency  concurred  with  the  27  recom- 
mendations.  The  division  has  implemented  five,  has 
partially  implemented  five,  and  has  not  implemented  15 
of  the  27  prior  audit  recommendations.   We  found  that 
two  recommendations  are  no  longer  applicable.   Various 
sections  of  this  report  include  discussion  of  those 
recommendations  which  the  division  has  not  implemented 
or  for  which  the  division  has  not  taken  adequate  correc- 
tive action. 
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SUMMARY  OF  RECOMME^fDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report 
we  include  a  listing  of  all  recommendations  together 
with  a  notation  as  to  whether  the  agency  concurs  or 
does  not  concur  with  each  recommendation.  This  listing 
serves  as  a  means  of  summarizing  the  recommendations 
contained  in  the  report  and  the  audited  agency's  reply 
thereto  and  also  as  a  ready  reference  to  the  supporting 
comments.  The  full  reply  of  the  Teachers'  Retirement 
Division  is  included  in  the  back  of  this  report. 

Page 
1.   We  recommend  that  the  division  (A) 
provide  adequate  supervisory  review 
of  manual  calculations  until  the 
division  has  the  capability  of 
using  the  membership  system  to 
calculate  refunds  and  (B)  develop 
written  procedures  concerning 
calculation  of  interest  on  refunds.  53 

Agency  Reply:   Concur.  185 


We  recommend  that  the  division 

develop  an  approach  to  processing 

teacher  transfers  that  will  not 

affect  the  timeliness  of  further 

processing  membership  records.  55 

Agency  Reply:   Concur.  186 


We  recommend  that  the  division  require 
all  school  districts  to  furnish  con- 
tribution data  in  a  format  that  is 
efficient  to  process.  57 

Agency  Reply:   Concur.  186 


We  recommend  that  the  division  review 
staffing  requirements  for  the  member- 
ship system  and  determine  if  realign- 
ment of  personnel  is  necessary  to 
assure  timely  processing  of  the 
system.  58 

Agency  Reply:   Concur.  187 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 

We  recommend  that  the  division 

incorporate  in  the  new  automated 

membership  system  a  benefit  cycle 

that  will  calculate  and  monitor 

retirement  benefits.  59 

Agency  Reply:   Partially  Concur.  187 


We  recommend  that  the  division  design 

the  new  membership  system  to  provide 

the  information  necessary  to  ensure 

adequate  accounting  controls.  60 

Agency  Reply;   Concur.  187 


We  recommend  that  the  division 
develop  and  maintain  a  users' 
operations  manual  for  the  member- 
ship system.  61 

Agency  Reply:   Concur.  187 


We  recommend  that  the  division  estab- 
lish disaster  file  retention  pro- 
cedures that  will  adequately  backup 
the  division's  membership  computer 
files.  61 

Agency  Reply:   Concur.  187 


We  recommend  that  the  division  correct 
erroneous  information  in  the  member- 
ship system.  62 

Agency  Reply:   Concur.  188 


10.   We  recommend  that  legislation  be  enacted 
to  eliminate  the  required  maintenance 
of  the  Annuity  Reserve.  64 

Agency  Reply:   Concur.  188 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 

11.  We  recommend  that  the  division  deter- 
mine the  proper  disposition  of  the 
$98,762,837  balance  in  the  unallocated 
reserve  and  make  distributions  to 

the  appropriate  accounts.  65 

Agency  Reply:   Concur.  188 

12.  We  recommend  that  the  division 
review  monthly  accounting  reports 
for  reasonableness  and  correct 

all  errors  noted  on  a  timely  basis.  67 

Agency  Reply:   Concur,  188 


13.  We  recommend  that  the  division  (A) 
implement  the  full  accrual  basis  of 
accounting  for  financial  statement 
reporting  and  (B)  require  the  inde- 
pendent actuary  to  provide  the  effect 
of  any  changes  in  actuarial  assump- 
tions on  the  financial  statements, 
and  disclose  such  effect  in  the 

financial  statements.  68 

Agency  Reply:   Concur.  188 

14.  We  recommend  that  the  division  (A) 
deposit  daily  all  contributions 
received  when  the  total  exceeds 
$500,  and  (B)  cross-train  employees 
so  that  the  duties  associated 
with  depositing  contributions  can 

be  rotated  during  employee  absence.  69 

Agency  Reply:   Concur.  189 


15.   We  recommend  that  the  division 
follow-up  on  a  timely  basis 
delinquent  contributions.  71 

Agency  Reply:   Concur.  189 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 

15.   We  recommend  that  the  division 

update  its  member  files  to  ensure 
that  they  contain  current  informa- 
tion and  are  properly  filed.  72 

Agency  Reply:   Concur.  189 

17.   We  recommend  that  the  division 
correct  the  internal  control 
weaknesses  discussed  above.  74 

Agency  Reply:   Concur.  189 
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COMMENTS 
INTRODUCTION 

We  performed  a  financial/compliance  audit  of  the 
Teachers'  Retirement  System  for  fiscal  years  1976-77 
and  1977-78.   Administrative  expenditures  were  excluded 
from  the  scope  of  this  audit  but  are  included  as  a  part 
of  the  fiscal  year  1978-79  audit  of  the  Department  of 
Administration. 

The  Teachers'  Retirement  Division  (TRD)  was  created 
under  the  provisions  of  Chapter  87,  Laws  of  1937  to 
provide  a  source  of  financial  benefits  to  members  of 
the  public  teaching  profession  after  their  retirement 
or  upon  their  becoming  disabled.   Membership  in  the 
retirement  system  includes  teachers  from  467  school 
districts,  six  university  units,  and  eleven  other  state 
agencies.   There  are  approximately  18,000  active  and 
inactive  members.   Approximately  4,170  members  and 
beneficiaries  receive  monthly  retirement,  disability, 
or  survivor  benefits. 

The  governing  body  of  the  Teachers '  Retirement 
System  is  a  six  member  retirement  board:  the  Superin- 
tendent of  Public  Instruction,  two  members  appointed 
from  the  teaching  profession,  two  members  appointed  as 
representatives  of  the  public,  and  one  member  who  is  a 
retired  teacher.  The  Superintendent  of  Public  Instruc- 
tion is  an  ex-officio  member  of  the  board  with  the 
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other  five  members  appointed  by  the  Governor  to  four- 
year  terms. 

The  responsibilities  of  the  board  include,  but  are 
not  limited  to,  the  following  matters: 

1.  Establishing  rules  and  regulations  necessary 
for  the  proper  administration  and  operation 
of  the  system. 

2.  Approving  or  disapproving  all  expenditures 
necessary  for  the  proper  operation  of  the 
system. 

3.  Determining  the  eligibility  of  a  person  who 
is  applying  for  membership  to  the  system. 

4.  Granting  retirement,  disability  and  other 
benefits  under  the  provisions  of  Title  19, 
Chapter  4,  MCA. 

5.  Annually  determining  the  rate  of  regular 
interest  as  prescribed  in  section  19-4-501, 
MCA. 

6.  Performing  other  duties  and  functions  as  are 
required  to  properly  administer  and  operate 
the  retirement  system. 

The  State  Board  of  Investments  invests  the  member 
contributions  in  various  securities  permitted  by  law. 
The  Treasury  Division  is  the  custodian  of  the  securities 
owned  by  the  system  and  of  the  collected  retirement 
system  moneys . 
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Membership  in  the  retirement  system  is  compulsory 
for  all  members  of  the  teaching  profession  except  for 
persons  teaching  less  than  six  weeks  during  the  absence 
of  a  regular  teacher  and  those  electing  not  to  be 
members  when  the  system  was  created. 

The  system's  primary  sources  of  funds  are  contri- 
butions from  active  member  employees  and  their  em- 
ployers, and  earnings  on  the  system's  investments. 
During  fiscal  year  1976-77,  active  member  employees 
contributed  6.125  percent  of  their  salaries,  while 
member  employers  contributed  an  amount  equal  to  6.250 
percent  of  their  employees'  salaries.   On  July  1,  1977, 
the  contribution  rates  increased  to  6.187  percent  for 
employees  and  6.312  percent  for  employers. 

The  division  also  maintains  the  Fullam  Trust  Fund. 
This  fund  is  the  result  of  a  former  teacher's  estate 
bequest  to  the  division  in  1966  for  use  at  the  discre- 
tion of  the  Teachers'  Retirement  Board  for  the  opera- 
tion of  the  retirement  system.  As  of  June  30,  1978, 
there  was  a  fund  balance  of  $22,243  with  related  in- 
vestment earnings  of  $1,334. 

The  retirement  funds  are  reviewed  biennually  by  an 
actuary.   As  of  June  30,  1977,  the  actuary  determined 
the  retirement  system  was  funded  on  an  actuarially 
sound  basis.   This  means  the  employee  and  employer 
contributions  along  with  investment  earnings  are  suffi- 
cient to  pay  present  and  future  benefits  to  its  members 
at  current  benefit  rates. 
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As  part  of  our  review  of  TRD,  we  hired  an  actuary 
to  review  the  reasonableness  of  the  July  1,  1977  actu- 
arial evaluation.  The  consultant  concluded  the  assump- 
tions used  by  the  division's  actuary  were  reasonable. 
A  letter  from  the  consultant  summarizing  his  conclu- 
sions is  included  on  page  167. 

During  the  audit  we  worked  extensively  with  divi- 
sion personnel.   We  thank  the  TRD  officials  and  staff 
for  their  cooperation  and  assistance  during  our  audit. 
SYSTEM  MANAGEMENT 
Background 

The  division  utilizes  a  computerized  membership 
system  to  control  contribution  information  and  retire- 
ment benefits  for  all  members  of  the  Teachers'  Retire- 
ment System.   This  system  maintains  contribution  data 
by  month  and  year-to-date,  as  well  as  total  contribu- 
tions from  prior  years.   Additionally,  the  system 
records  deferred  compensation  contributions  of  members 
enrolled  in  the  division's  tax  deferred  annuity  pro- 
gram.  The  membership  system,  which  has  been  in  exis- 
tence since  1974,  monitors  approximately  16,400  active 
and  1,600  inactive  members'  accounts. 

A  project  to  design  and  implement  a  new  membership 
system  to  provide  more  useful  and  timely  data  is  cur- 
rently underway  by  the  Information  Systems  Division  of 
the  Department  of  Administration.   Our  review  of  the 
division's  computerized  membership  system  disclosed  the 
following  weaknesses. 
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System  Backlog  -  Refund  Calculations 

The  division  is  four  to  five  months  behind  in 
obtaining  an  updated  and  balanced  membership  master 
file.   The  reasons  for  this  backlog  are  explained  on 
page  53. 

Because  current  information  on  members'  accounts 
is  not  available  to  division  personnel,  $2,057,119  of 
refunds  in  fiscal  year  1976-77  and  $2,513,946  of  re- 
funds in  fiscal  year  1977-78  were  calculated  manually 
even  though  the  automated  membership  system  had  the 
capability  of  calculating  the  refunds.   Each  refund 
took  approximately  20  minutes  to  calculate  and  check 
manually.   The  division  processed  3,071  refunds  during 
fiscal  years  1976-77  and  1977-78. 

Many  of  the  division's  manual  calculations  re- 
sulted in  errors.   We  tested  a  random  sample  of  50 
refund  transactions  during  the  audit  period  and  found  a 
26  percent  error  rate  in  the  sample.   These  sample 
results,  when  evaluated  statistically,  indicate  that 
between  15.88  percent  to  36.12  percent  of  the  3,071 
refund  transactions  were  m  error.   The  total  dollar 
range  of  erroneous  payments  is  estimated  to  be  from 
$16,030  to  $37,466.   Some  of  the  errors  found  were 
miscalculations  of  interest,  payment  of  the  same  refund 
twice,  and  omission  of  a  contribution  in  the  calcula- 
tion.  In  addition  to  the  errors  found  in  the  sample, 
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we  found  a  $7,130  overpayment  to  a  withdrawing  member 
and  a  $868  underpayment  to  another. 

Also  we  observed  that  the  division  used  inconsis- 
tent methods  for  calculating  refunds.   For  example,  two 
members  requested  refunds  the  same  month.   One  member 
was  given  interest  to  the  date  of  refund.   The  other 
member  was  given  interest  to  the  fiscal  year-end  pre- 
ceding the  refund.   Inconsistent  calculations  result  in 
some  members  receiving  greater  interest  payments  than 
others.  Documented  calculation  procedures  would  facil- 
itate consistent  calculations  of  refunds. 

We  have  provided  information  concerning  the  refund 
errors  to  the  TRD  administration. 

RECOMMENDATION  #1 

We  recommend  that  the  division: 

A.  Provide  adequate  supervisory  review  of  manual  calcula- 
tions until  the  division  has  the  capability  of  using  the 
membership  system  to  calculate  refunds. 

B.  Develop  written  procedures  concerning  calculation  of 
interest  on  refunds. 

Causes   of   System  Backlog 

We  have  identified  three  major  reasons  for  the 
backlog  in  processing  member  activity:  1)  transfer 
processing,  2)  direct  input  processing,  and  3)  data 
processing  personnel. 
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— Transfer  Processing 

As  the  final  step  in  each  month's  cycle,  the  total 
contributions  recorded  for  all  individuals  in  any  given 
school  district  on  the  membership  master  file  must 
equal  the  total  contributions  recorded  for  the  same 
school  district  on  the  control  file.   The  control  file 
is  a  file  containing  contribution  data  in  total  by 
school  district.   Once  this  step  is  completed,  the 
membership  master  file  is  ready  to  receive  the  next 
month's  contribution  data.   However,  before  comparing 
the  two  files,  the  division  attempts  to  ensure  that 
both  files  properly  reflect  any  member  that  has  trans- 
ferred to  a  new  school  district. 

This  process  requires  extensive  adjustments  to 
both  the  master  and  control  files  each  month,  par- 
ticularly in  the  summer  and  fall  months  when  such 
transfers  are  commonplace.   Because  of  the  time  in- 
volved in  processing  these  transfers,  the  comparison  of 
the  two  files  is  not  performed  on  a  timely  basis. 
Consequently,  a  balanced  membership  master  file  is  not 
created  on  a  timely  basis  each  month.   This  delays  the 
next  month's  cycle  until  the  master  file  and  control 
file  are  balanced. 

An  alternative  approach  to  handling  transfers 
should  be  developed  that  would  not  affect  the  timeli- 
ness of  the  membership  system.   For  example,  the  Public 
Employees'  Retirement  Division,  which  operates  a  simi- 
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lar  system,  processes  adjustments  to  the  control  file 
for  monthly  transfers  solely  for  the  purpose  of  ob- 
taining a  balanced  master  file.   Subsequent  to  this 
balancing  process  the  division  completes  the  location 
transfers  on  the  membership  master  file.   Under  its 
system,  a  balanced  master  file  that  can  accept  the  next 
month's  contribution  activity  is  made  available  on  a 
timely  basis . 

RECOMMENDATION  #2 

We    recommend    that    the    division   develop   an   approach    to 
processing   teacher  transfers   that  will  not  affect  the  timeli- 
ness of  further  processing  membership  records. 

--Direct  Input  Processing 

Monthly  contribution  data  from  the  school  dis- 
tricts is  entered  into  the  membership  system  via  two 
methods:  billing  forms  and  direct  input. 

Billing  forms  are  turnaround  documents  generated 
by  the  membership  system  that  are  sent  to  the  majority 
of  the  school  districts  each  month.   The  school  dis- 
trict enters  contribution  data  that  has  changed  from 
the  previous  month  on  this  form  and  forwards  it  to  the 
division.   The  division  keypunches  contribution  trans- 
actions only  for  those  members  whose  contribution 
amount  changed  from  the  previous  month  and  for  new 
members.   This  type  of  "exception"  processing  is  an 
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efficient  and  economical  means  of  entering  data  into 
the  system  because  transaction  preparation  and  pro- 
cessing is  held  to  a  minimum. 

The  direct  input  method  of  entering  data  requires 
that  contribution  data  for  all  members  of  the  system  be 
reentered  each  month.   There  are  16  school  districts 
which  represent  approximately  25  percent  of  the  members 
of  the  system  utilizing  the  direct  input  method.   Of 
these  16  school  districts,  only  five  provide  this  data 
on  computer  readable  media  (cards,  tape,  or  diskette). 
No  keypunching  is  required  to  place  these  school  dis- 
tricts' contribution  data  on  the  membership  system. 
Eleven  school  districts  provide  monthly  computer  gener- 
ated hardcopy  reports  from  which  the  division  key- 
punches the  contribution  information  for  each  member 
each  month.   Processing  of  the  hardcopy  reports  is 
expensive  because  of  the  preparation  and  processing 
costs.   It  takes  the  division  three  to  four  weeks  to 
prepare,  edit,  and  correct  one  month  of  hardcopy  direct 
input.   Consequently  contribution  data  is  not  available 
to  be  added  to  the  membership  master  file  on  a  timely 
basis . 

The  Information  Systems  Division  of  the  Department 
of  Administration  conducted  a  survey  in  March  1979  of 
the  data  processing  capabilities  of  nine  of  the  eleven 
school  districts  that  provided  direct  input  via  hard- 
copy  reports.   The  survey  indicated  four  of  the  nine 
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school  districts  had  the  ability  to  provide  this  infor- 
mation on  a  media  directly  readable  by  the  Computer 
Services  Division.   In  these  four  cases  the  division 
can  eliminate  all  keypunching. 

Section  19-4-201,  MCA,  gives  the  retirement  board 
the  authority  to  establish  rules  necessary  for  the 
proper  administration  and  operation  of  the  retirement 
system.   As  such,  TRD  should  require  school  districts 
to  furnish  contribution  data  in  a  format  that  is  effi- 
cient to  process,  such  as  on  an  exception  or  machine 
readable  basis. 

RECOMMENDATION  #3 

We  recommend  that  the  division  require  all  school  districts  to 

furnish    contribution    data   in   a   format   that   is    efficient   to 

process. 

--Data  Processing  Personnel 

The  individual  charged  with  the  responsibility  of 
maintaining  the  membership  system  is  the  division 
accounting  supervisor.   Varied  duties  prevent  the 
supervisor  from  devoting  a  sufficient  effort  to  the 
system  to  correct  the  backlog  and  keep  the  system 
current.   In  addition  to  her  accounting,  data  process- 
ing, and  supervisory  duties,  we  observed  the  supervisor 
keypunching  contribution  data.   When  questioned  about 
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this  she  indicated  that  approximately  15  percent  of  her 
time  is  spent  keypunching  because  the  workload  in  that 
area  is  falling  behind. 

RECOMMENDATION  #4 

We  recommend   that  the  division  review  staffing  requirements 

for  the  membership  system  and  determine  if  realignment  of 

personnel    is    necessary    to   assure   timely  processing  of  the 

system. 

Benefit  Computer  Program 

One  of  the  stated  objectives  of  the  original 
design  specifications  of  the  system  was  to  calculate 
and  monitor  retirement  benefits.   However,  this  facet 
of  the  system  was  never  implemented;  consequently, 
retirement  benefits  are  calculated  manually. 

We  found  four  instances  from  a  sample  of  60  benefit 
payments  where  manually  calculated  retirement  benefits 
were  incorrect.   For  example,  the  minor  child  of  a 
deceased  member  was  entitled  to  one  month's  benefits 
but  was  paid  three  months,  for  a  total  overpayment  of 
$200.   The  prorated  portion  of  a  deceased  member's  last 
retirement  benefit,  paid  to  the  member's  beneficiary, 
was  calculated  incorrectly,  resulting  in  an  underpay- 
ment of  $35.   A  member's  benefit  was  calculated  using 
an  option  factor  in  effect  as  of  August  1,  1977,  but 
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the  member's  effective  retirement  date  was  July  1, 
1975,  which  causes  an  overpayment  each  month  of  $11. 
Another  member's  federal  withholdings,  although  submitted 
to  the  IRS  by  TRD,  have  not  been  withheld  from  the 
member's  benefit  since  1973.  This  oversight  has  resulted 
in  a  total  overpayment  to  the  member  of  $6,378. 

Manual  calculations  of  benefits  sometimes  result 
in  errors  as  explained  above.   If  the  new  membership 
system  included  an  automated  benefit  program  such 
errors  could  be  reduced.   TRD  personnel  indicated  that 
because  the  creditable  years  of  service  in  the  present 
membership  system  is  frequently  in  error,  manual  calcu- 
lations of  the  benefits  would  still  be  necessary. 
However,  if  an  automated  benefit  program  were  devel- 
oped, comparisons  could  be  made  to  the  manual  calcul- 
ations and  any  differences  investigated. 


RECOMMENDATION  #5 

We  recommend  that  the  division  incorporate  in  the  new  automated 
membership    system   a   benefit   cycle    that   will    calculate  and 
monitor  retirement  benefits. 

Reconciliation  of  Accounting  Records 

As    discussed    in    the  previous   audit  report,    member 
contributions,    refunds,    and   benefit   payments    that   are 
recorded  in  the  membership   system  are  not  reconciled  to 
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the  corresponding  remittances  and  disbursements  re- 
flected on  the  Statewide  Budgeting  and  Accounting 
System.   This  problem  exists  partially  because  of 
timing  differences  between  the  two  systems,  which  makes 
such  a  reconciliation  difficult,  and  partially  because 
the  membership  system  does  not  provide  reports  to 
perform  such  a  reconciliation. 

The  necessary  information  to  accomplish  a  recon- 
ciliation should  be  incorporated  in  the  new  membership 
system  currently  being  planned.   This  would  assure  that 
all  the  dollars  reflected  on  the  membership  system  as 
being  collected  or  disbursed  are  likewise  recorded  on 
the  system's  primary  accounting  records. 

RECOMMENDATION  #6 

We  recommend  that  the  division  design  the  new  membership 
system  to  provide  the  information  necessary  to  ensure  ade- 
quate accounting  controls. 

Operations  Manual 

The  division  does  not  have  an  operations  manual  to 
guide  the  staff  in  the  operation  of  the  membership 
system.   The  only  documentation  available  is  the  ini- 
tial design  specifications,  which  are  generally  too 
technical  for  agency  personnel.   Also,   the  design 
specifications  have  not  been  kept  current.   An  up-to- 
date  users'  operations  manual  is  a  prerequisite  to  an 
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effective  system  because  it  provides  a  creditable 
reference  for  questions  or  problems  that  arise.   It  is 
especially  useful  as  a  training  aid  for  new  personnel. 

RECOMMENDATION  #7 

We  recommend  thai  the  division  develop  and  maintain  a  users' 

operations  manual  for  the  membership  system. 

Disaster  File  Retention 

The  division  has  not  provided  the  Computer  Ser- 
vices Division  (CSD)  with  procedures  to  follow  to 
adequately  backup  the  division's  computer  files  in  case 
of  a  disaster  that  would  render  the  files  kept  at  CSD 
inaccessible.   Consequently,  in  the  event  of  such  a 
disaster,  the  division's  master  files  could  not  be 
recreated  through  automated  means  without  substantial 
and  costly  reruns.   TRD  personnel  estimate  recreation 
costs  between  $40,000  and  $75,000.   As  a  part  of  an 
effective  and  secure  computer  system,  master  and  trans- 
action files  should  be  copied  and  securely  stored  on  a 
periodic  basis  at  premises  located  apart  from  the 
normal  retention  facility. 

RECOMMENDATION  #8 

We  recommend  that  the  division  establish  disaster  file  reten- 
tion procedures  that  will  adequately  backup  the  division's 
membership  computer  files. 
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Incorrect  Data  in  the  Membership  System 

In  our  testing  of  benefits  we  discovered  that  in 
some  instances  the  member's  creditable  years  of  service 
kept  in  the  system  is  not  accurate.   Division  officials 
indicated  between  5  and  10  percent  of  the  creditable 
years  of  service  reported  on  the  membership  system  is 
incorrect.   This  condition  was  caused  by  keypunch 
errors  that  were  made  when  the  information  was  first 
entered  into  the  system.   The  division,  consequently, 
does  not  rely  on  the  system's  creditable  years  of 
service  when  calculating  a  retiring  member's  benefit. 
As  such,  manual  calculations  of  creditable  years  is 
necessary.   This  often  involves  reviewing  records  from 
the  previous  30  years.   TRD  is  not  fully  utilizing  the 
capabilities  of  the  membership  system,  which  is  a 
costly  system  to  operate. 

Also,  information  reported  to  some  members  on 
their  annual  statements  and  information  furnished 
actuaries  is  inaccurate.   Inaccurate  information  pro- 
vided to  actuaries  could  cause  improper  conclusions  to 
be  reached  regarding  the  soundness  of  the  system's 
funding. 

RECOMMENDATION  #9 

We  recommend  that  the  division  correct  erroneous  information 

in  the  membership  system. 
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FINANCIAL  STATEMENTS 

Accounting  Structure  for  Reserves 

Section  19-4-600,  MCA,  requires  TRD  to  maintain 
three  retirement  reserves. 

1.  The  Annuity  Savings  Reserve  (ASR)  -  for 
deposit  of  member  contributions  and  payment 
of  withdrawals  to  individuals  who  leave  the 
teaching  profession  in  Montana.   Interest  on 
member   contributions   accumulates   in  the 
Pension  Accumulation  Reserve  and  is  periodi- 
cally transferred  to  this  reserve. 

2.  The  Annuity  Reserve  (AR)  -  for  deposit  of 
accumulated  member  contributions  and  interest 
earnings  when  a  member  retires.   All  of  the 
member  benefits  are  paid  from  this  reserve. 

3.  The  Pension  Accumulation  Reserve  (PAR)  -  for 
the  deposit  of  employer  contributions  and 
investment  earnings.   TRD  pays  a  portion  of 
each  retired  member's  benefit  payment  from 
this  reserve. 

The  maintenance  of  more  than  two  reserves  is  not 
necessary  for  proper  accounting  by  the  system  or  for 
actuarial  evaluations.   Eliminating  the  Annuity  Reserve 
would  expedite  the  accounting  process  by  eliminating 
transfers  to  this  reserve  from  the  Pension  Accumulation 
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Reserve  upon  retirement  of  members.   This  would  result 
in  time  and  cost  savings  to  the  system. 

RECOMMENDATION  #10 

We   recomjnend    that   legislation    be   enacted    to   eliminate  the 

required  maintenance  of  the  Annuity  Reserve. 

Clearing  Account 

The  financial  statements  presented  in  this  report 
for  fiscal  years  1976-77  and  1977-78  do  not  present 
these  three  reserve  accounts  in  a  meaningful  manner. 
This  was  caused,  in  part,  because  TRD  used  a  clearing 
account  for  the  deposit  of  contributions  and  payment  of 
withdrawals  during  the  audit  period  instead  of  using 
the  required  reserve  accounts.   The  clearing  account 
did  not  adequately  identify  cash  receipts  and  disburse- 
ments of  the  retirement  system. 

Prior  to  the  audit  period,  TRD  had  not  properly 
allocated  $99,470,806  to  the  ASR,  AR,  and  PAR  because 
contributions,  refunds,  and  benefit  payments  were  not 
accounted  for  separately.   Instead,  the  division  recorded 
all  the  activity  for  the  retirement  system  in  one 
account  called  the  unallocated  reserve.   As  of  June  30, 
1978,  the  unallocated  reserve  was  $98,767,837.   The 
unallocated  balance  decreased  because  TRD  made  some 
partial  transfers  to  the  ASR,  AR,  and  PAR. 
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Although  the  total  remaining  in  the  unallocated 
reserve  was  reasonably  stated,  the  division  cannot 
prepare  meaningful  financial  statements  until  the 
disposition  of  this  amount  is  made  to  the  ASR,  AR,  and 
PAR. 

Also,  the  cash  receipts  reported  by  TRD  in  the 
Statement  of  Changes  in  Reserve  Balances  are  under- 
stated by  $23,995,000  for  fiscal  year  1976-77  and 
$26,256,000  for  fiscal  year  1977-78.   A  similar  problem 
existed  with  refunds.   The  understatements  were  caused 
because  the  use  of  a  clearing  account  precludes  the  use 
of  revenue  or  expenditure  identification  codes. 

The  division  eliminated  use  of  the  clearing  ac- 
count in  June  of  1978.   Current  activity  for  contribu- 
tions, refunds,  and  pension  benefits  is  being  accounted 
for  separately.   Had  the  division  established  these 
accounts  prior  to  the  audit  period,  they  would  have 
eliminated  the  $98,762,837  unidentified  balance  in  the 
unallocated  reserve  and  the  misstatements  of  contribu- 
tions and  refunds. 

RECOMMENDATION  #11 

We  recommend  that  the  division  determine  the  proper  disposi- 
tion   of    tiie    $98,762,837    balance  in   the   unallocated  reserve 
and  make  distributions  to  the  appropriate  accounts. 
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Review  of  Accounting  Reports 

We  noted  several  instances  where  TRD  miscoded 
accounting  documents  and  the  errors  remained  unde- 
tected.  In  December  1977,  contributions  of  $61,153, 
transferred  to  TRD  on  a  no  warrant  transfer,  were 
improperly  credited  to  "Accountability  For  Property 
Held  in  Trust"  because  of  a  coding  error.   The  result- 
ing overstatement  of  "Accountability  for  Property  Held 
in  Trust"  and  understatement  of  Fund  Balance  was  still 
reflected  on  the  accounting  records  at  fiscal  year-end 
1978.   This  was  brought  to  management's  attention 
during  the  audit,  yet  nothing  was  done  to  correct  the 
problem. 

In  other  instances,  a  miscoded  collection  report 
credited  member  contributions  of  $84,332  to  the  invest- 
ment mortgage  subsidiary  detail  ledger,  and  in  another 
case  mortgage  investments  of  $80,790  were  credited  to 
the  member  contribution  subsidiary  detail  ledger.   The 
accounting  records  were  not  corrected. 

These  errors  would  not  have  remained  undetected  if 
management  had  adequately  reviewed  the  accounting 
reports  available  to  them.   Coding  errors  bear  directly 
upon  the  dependability  of  accounting  records  and  finan- 
cial statements.   Controls  should  be  established  to 
ensure  the  detection  and  correction  of  errors  on  a 
timely  basis . 
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RECOMMENDATION  #12 

We  recommend  that  the  division  review  monthly  accounting 
reports  for  reasonableness  and  correct  all  errors  noted  on  a 
timely  basis. 

Other  Matters 

The  division  accounts  for  contributions  on  the 
cash  basis  of  accounting.   Retirement  systems  should  be 
on  the  full  accrual  basis  of  accounting  for  financial 
statement  reporting  purposes.   This  issue  was  addressed 
in  the  two  previous  audits,  yet  division  personnel  have 
done  nothing  to  correct  the  problem.   Failure  to  accrue 
contributions  has  caused  a  misstatement  of  current 
assets   for  fiscal  year  1976-77  of  approximately 
$2,452,000  and  $2,294,000  for  fiscal  year  1977-78. 
Division  personnel  indicated  that  it  would  be  difficult 
to  estimate  the  amount  of  outstanding  contribution  at 
the  end  of  the  fiscal  year.   However,  the  division 
could  process  a  portion  of  the  contributions  during  the 
fiscal  year-end  cutoff  period  and  estimate  the  remain- 
ing amount  outstanding.   The  receivable  balance  could 
then  be  reversed  at  the  beginning  of  the  new  year. 

An  actuarial  evaluation  was  completed  on  the 
system  at  June  30,  1977.   In  the  actuaries'  report, 
they  indicated  that  they  had  changed  some  of  the  assump- 
tions used  in  the  evaluations.   Generally  accepted 
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accounting  principles  require  the  disclosure  of  the 
nature  and  effect  of  significant  matters  affecting  the 
comparability  of  the  data  presented,  such  as  changes  in 
actuarial  assumptions.   The  division  does  not  request 
that  the  independent  actuary  provide  this  information 
in  his  evaluation  of  the  retirement  system. 

RECOMMENDATION  #13 

We  recommend  that  the  division; 

A.  Implement    the    full    accrual    basis    of    accounting    for 
financial  statement  reporting. 

B.  Require   the  independent  actuary   to  provide   the  effect 
of  any  changes  in  actuarial  assumptions  on  the  financial 
statements,    and    disclose   such    effect   in    the   financial 
statements. 

CONTRIBUTIONS 

Untimely  Deposits 

According  to  section  17-6-105(6),  MCA,  and  section 
2-1210.22  of  the  Montana  Operations  Manual  (MOM),  all 
moneys  received  should  be  deposited  each  day  when  total 
collections  exceed  $500.   Rarely,  according  to  TRS 
personnel,  are  contributions  receipts  for  a  given  day 
less  than  $500.   Thirty-three  percent  of  the  division's 
deposits  in  our  sample  were  made  on  an  untimely  basis. 
A  deposit  was  classified  as  untimely  if  the  moneys  were 
received  by  the  Treasury  Division  later  than  the  second 
working  day  after  they  were  received  by  the  division. 
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From  our  sample,  we  observed  30  untimely  deposits 
with  the  six  most  significant  listed  below: 


Date  TRD  Received 

Date  TRD  Deposited 

Contribution 

Contribution 

Amount 

08/06/76 

08/13/76 

$112,735 

11/03/76 

11/09/76 

92,908 

10/11/77 

10/26/77 

93,547 

11/10/77 

11/17/77 

161,254 

02/18/78 

02/24/78 

32,996 

06/26/78 

06/29/78 

71,137 
$564,577 

These  six  untimely  deposits  alone  resulted  in  lost 
investment  earnings  of  approximately  $1,000. 

Also,  we  observed  days  when  the  employee  who 
performs  the  deposit  function  was  absent  and  no  de- 
posits were  made.   Division  officials  indicated  that 
the  division  plans  to  cross-train  two  employees  so  that 
the  duties  associated  with  depositing  contributions  can 
be  rotated  during  the  absence  of  the  deposit  clerk. 
Such  rotation  would  help  strengthen  internal  control 
and  assure  that  deposits  are  made  on  a  timely  basis  to 
maximize  investment  earnings. 

RECOMMENDATION  #14 

We  recommend  that  the  division: 
A.      Deposit  daily  all  contributions  received  when  the  total 

exceeds  $500. 
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B.  Cross-train  employees  so  that  the  duties  associated  with 
depositing  contributions  can  be  rotated  during  employee 
absence. 

Late  Receipts 

Section  19-4-208(1),  MCA,  requires  employers  to 
transmit  the  contributions  each  month  to  the  division. 
The  division  has  a  policy  that  the  employer  is  to 
submit  the  contributions  by  the  15th  of  the  month 
following  the  month  to  which  the  contribution  relates. 
To  enforce  this  policy,  the  division  maintains  a  check- 
list of  employers  who  have  not  submitted  their  monthly 
employee/employer  contributions.   If  the  contributions 
are  not  received  by  the  15th  of  the  following  month,  a 
letter  is  sent  to  the  employer  requesting  payment. 

However,  during  our  audit  we  noted  at  least  ten 
instances  totalling  $15,201  where  the  division  waited 
up  to  three  months  to  send  a  notice  to  the  employer 
requesting  the  delinquent  contributions.   Investment 
earnings  for  the  retirement  system  are  lost  until  the 
contributions  are  deposited  with  the  Treasury  Division. 
Also,  members  of  the  retirement  system  are  not  credited 
for  interest  in  their  individual  accounts  until  contri- 
butions are  received  and  deposited  by  TRD. 

In  order  to  assure  contributions  are  received  on  a 
timely  basis,  the  Public  Employees'  Retirement  System 
sought  and  obtained  a  late  payment  penalty  provision  in 
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the  law  from  the  1979  legislature.  If  the  TRD  pursued 
similar  legislation  and  enforced  the  penalty  provision, 
late  transmittal  of  contributions  would  be  reduced. 

RECOMMENDATION  #15 

We  recommend   that  the  division  follow-up  on  a  timely  basis 

delinquent  contributions. 

Noncurrent  Files 

The  division  does  not  maintain  current  and  com- 
plete member  files.   The  division  maintains  three 
categories  of  files:   active,  retired,  and  refunded 
files.   We  found  34  member  files  from  a  sample  of  119 
files  that  did  not  represent  the  current  status  of  the 
member  because  the  file  was  either  filed  with  the  wrong 
category  of  files  or  it  did  not  contain  current  infor- 
mation on  the  person  such  as  address,  current  employer, 
or  membership  application. 

The  division  has  access  to  a  listing  of  new  mem- 
bers who  have  not  submitted  current  membership  forms,  a 
listing  of  members  who  have  changed  employers  but  are 
still  active  in  the  system,  and  a  listing  of  members 
who  were  active  at  one  time  in  the  past  and  have  become 
active  again.   This  information  could  be  used  to  update 
the  member  files. 
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RECOMMENDATION  #16 

We    recommend   that   the  division   update   its  member  files   to 
ensure   that  they   contain   current  information  and  are  prop- 
erly filed. 

INTERNAL  CONTROL 

As  part  of  our  examination,  we  made  a  study  and 
evaluation  of  the  system  of  internal  accounting  control 
used  by  TRD  to  establish  a  basis  for  reliance  thereon 
in  determining  the  nature,  timing,  and  extent  of  other 
auditing  procedures  necessary  for  expressing  an  opinion 
on  the  financial  statements  and  to  assist  in  planning 
and  performing  our  examination  of  the  financial  state- 
ments . 

The  objective  of  internal  accounting  control  is  to 
provide  reasonable,  but  not  absolute,  assurance  as  to 
the  safeguarding  of  assets  against  loss  from  unautho- 
rized use  or  disposition,  and  the  reliability  of  finan- 
cial records  for  preparing  financial  statements  and 
maintaining  accountability  for  assets.   The  concept  of 
reasonable  assurance  recognizes  that  the  cost  of  a 
system  of  internal  accounting  control  should  not  exceed 
the  benefits  derived  and  also  recognizes  that  the 
evaluation  of  these  factors  necessarily  requires  esti- 
mates and  judgments  by  management. 
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Our  examination  would  not  necessarily  disclose  all 
weaknesses  in  the  system  of  internal  accounting  control 
because  it  was  based  upon  selective  tests  of  accounting 
records  and  related  data.   Our  study  and  evaluation 
disclosed  a  material  weakness  in  the  internal  account- 
ing controls  established  by  TRD  for  the  calculation  of 
refunds.   This  is  discussed  on  page  52.   We  discuss 
other  weaknesses  in  the  following  sections. 

— Daily  contribution  receipts  are  not  recorded  on  a 
daily  basis  indicating  the  total  amount  collected 
and  the  disposition  made  thereof  in  accordance 
with  section  2-1210.24,  MOM. 

— Contribution  checks  are  not  restrictively  endorsed 
until  after  the  deposit  ticket  has  been  prepared. 
According  to  section  2-1210.21,  MOM,  negotiable 
instruments  should  be  restrictively  endorsed  at 
the  time  of  initial  receipt. 

— There  is  inadequate  separation  of  duties  in  the 
processing  of  the  membership  system  and  the  ac- 
counting records.   The  division  collections  clerk 
prepares  treasury  deposit  tickets,  prepares  collec- 
tion reports,   and  controls  input  contribution 
batches,  verifies  that  contributions  equal  remit- 
tances,  and  submits  the  contribution  data  to 
keypunch  which  then  updates  the  membership  system. 
The  accounting  supervisor  adds,   deletes,   and 
changes  member  activity  in  the  system  in  addition 
to  controlling  all  operations  of  the  membership 
system.   The  supervisor  also  prepares  and  approves 
accounting  documents . 

Section  2-1210.51,   MOM  and  adequate  internal 
control  procedures  require  that  a  segregation  of 
duties  be  maintained  between  the  processing  of 
subsidiary  detail  ledger  activity  and  the  handling 
of  cash  transactions  and  the  processing  of  account- 
ing records . 

— The  locks  to  TRD's  building  were  last  changed  in 
1973.   The  file  locks  and  combination  to  the  vault 
have  not  been  changed  for  at  least  five  years.   We 
observed  that  the  box  containing  extra  building 
keys  is  left  unlocked  and  accessible  to  anyone. 
Also,  the  checkout  list  for  the  building  keys 


73 


indicates  that  two  keys  are  lost.   Section  2- 
1210.26,  MOM,  requires  that  keys  and  combinations 
should  be  changed  when  personnel  having  possession 
or  knowledge  of  them  transfer  out  of  the  agency. 

•-TRD  does  not  reconcile  changes  in  total  monthly 
pension  benefits  to  authorizations  for  such  changes, 
A  reconciliation  of  changes  to  authorizations  is 
an  internal  control  over  the  propriety  and  accuracy 
of  changes  made  in  benefit  and  refund  payments. 

RECOMMENDATION  #17 

We  recommend  that  the  division  correct  the  internal  control 

weaknesses  discussed  above. 


PRIOR  AUDIT  REPORT  RECOMMENDATIONS 

Fiscal  year  1974-75  and  1975-76  audits  of  the 
division  were  performed  by  a  CPA  firm  under  contract 
with  the  Office  of  the  Legislative  Auditor.   The  report 
contained  18  recommendations  which  are  still  applicable 
to  the  division's  operations.   The  division  concurred 
with  14  recommendations.   The  division  implemented 
seven  recommendations,  partially  implemented  two  recom- 
mendations, and  did  not  implement  nine  recommendations. 
Various  sections  of  this  report  include  discussions  of 
those  recommendations  which  the  division  has  not  imple- 
mented or  for  which  the  division  has  not  taken  adequate 
corrective  action. 
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COMPARISON  OF  PERD  AND  TRD  OPERATIONS 


78-SP2 


COMPARISON  OF  PERD  AND  TRD  OPERATIONS 
INTRODUCTION 

During  our  concurrent  financial/compliance  audits 
of  the  Public  Employees'  Retirement  Division  (PERD)  and 
the  Teachers'  Retirement  Division  (TRD)  we  noted  numerous 
similarities  in  the  administrative  operations  of  the 
two  divisions.  We  reviewed  the  administrative  functions 
of  the  two  divisions  to  determine  possible  areas  of 
coordination  or  merger  to  provide  better  service  to 
members  of  the  respective  retirement  systems. 

We  identified  one  significant  problem  in  PERD's 
operations  regarding  the  timeliness  of  benefits  and 
refund  payments.   TRD  has  a  number  of  significant 
problem  areas  including:   1)  inadequate  system  manage- 
ment, and  excessive  processing  backlogs;  2)  an  exces- 
sive number  of  refund  calculation  errors;  and  3)  the 
failure  to  maintain  adequate  accounting  records  to 
properly  report  the  activities  of  the  retirement  fund. 

Both  divisions  are  attached  to  the  Department  of 
Administration  for  administrative  purposes  only,  and 
each  division  is  governed  by  an  appointed  board.   Fund 
investments  for  the  retirement  systems  administered  by 
each  division  are  controlled  by  the  Board  of  Investments. 
The  purpose  of  both  divisions  is  to  administer  the 
respective  retirement  systems  to  provide  adequate 
retirement  benefits  on  a  funded  basis  to  retired  public 
employees  in  the  most  efficient  manner  possible. 
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TRD  administers  the  Teachers'  Retirement  System 
(TRS).   PERD  administers  the  Judges',  Game  Wardens', 
Highway  Patrolmen's,  Sheriffs',  Municipal  Police  Officers', 
and  Public  Employees'  Retirement  Systems,  by  far  the 
largest  of  which  is  the  Public  Employees'  Retirement 
System  (PERS).  Thus,  the  two  primary  retirement  systems 
involved  are  TRS  and  PERS,  the  principal  features  of 
which  are  discussed  below  for  comparison  purposes. 
Credits  earned  in  either  system  may  be  transferred  to 
the  other  system. 

The  first  of  the  following  sections  compares  the 
benefit  structures  of  PERS  and  TRS.   The  remaining 
sections  compare  the  administrative  operations  of  the 
two  divisions  with  emphasis  on  similarities  and  dupli- 
cation of  effort. 
BENEFITS  STRUCTURE 

Since  their  creation,  the  divisions  have  operated 
independently.   Although  maintaining  separate  systems, 
they  have  developed  under  essentially  the  same  statu- 
tory provisions.   This  is  due  primarily  to  the  leap- 
frog effect  as  one  system  strives  to  maintain  the  same 
benefits  as  the  other.   The  two  retirement  systems 
provide  the  same  basic  benefits  to  their  members  as 
shown  in  Illustration  1: 
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SUMMARIZATION  AND  COMPARISON  OF  BENEFITS  AS  OF  JULY  1.  1979 
Benefit  PERS  TRS 


Contribution  Rate 
Employer 
Member 

Pension 
Calculation 


Cost  of  Living 
Increases 

Retirement  Age 


Vesting 


Death 


Disability 


6.2%  of  annual  salary 
6.0% 

1/60  X  final  3  highest 
years  salary  X  number 
of  years 

Granted  periodically 
by  legislature 

Normal:   65  or  60  with 

5  years  or  any  age  with 

30  years 
Early:   55  with  5  years 

reduced  below  age  60  or 

30  years 
No  compulsory  age 


Vested  after  5  years 
Termination  prior  to 
vesting- -contribution 
returned  with  interest 

Contributions  plus  inter- 
rest  and  lump  sum  equal 
to  1  month  per  year  up 
to  6  years;  or 

Monthly  annuity  with 
5  years;  based  on  years, 
final  compensation  and 
age  at  death 


5  years  and  ineligible 
for  normal  retirement 
--the  greater  of  25% 
of  salary  or  90%  of 
normal  retirement 
benefits.   Based  on 
years,  salary  and  age 
at  disabil ity 


6.312%  of  annual  salary 
6.187% 

Same  -  plus:  minimum 
$2,400  with  30  years 


Same 


Same 


Same 


Compulsory  age  70 
(some  extensions) 

Same 


Contribution  with 
interest;  or  with  5 
years,  actuarial 
equivalent  of  accrued 
benefit,  plus  $500 
with  death  before  or 
within  one  year 
after  retirement. 

$100  monthly  to  each 

child  to  age  18 

5  years  and  ineligi- 
ble for  normal 
retirement-based  on 
normal  retirement 
formula.   Minimum 
25%  of  final  average 
salary 


Source:   Compiled  by  the  Office  of  the  Legislative  Auditor. 

Illustration  1 
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ADMINISTRATIVE  OPERATIONS 

All  functions  of  the  two  divisions  are  basically 
identical,  consisting  of  two  major  areas:   1)  member- 
ship accounting;  and  2)  other  administrative  functions. 
The  major  differences  between  the  divisions  relate  to 
nonadministrative  matters.   The  Teachers'  Retirement 
System  Board  has  final  hiring  authority  over  its  adminis- 
trator, while  the  director  of  the  Department  of  Adminis- 
tration has  final  authority  for  hiring  the  PERD  adminis- 
trator.  However,  as  a  practical  matter  the  hiring  of 
the  PERD  administrator  has  been  left  to  the  Public 
Employees'  Retirement  Board.   PERD  uses  social  security 
program  investment  earnings  to  pay  administrative 
expenditures  ($438,655  in  fiscal  year  1977-78)  with  the 
balance  being  deposited  to  the  PERS  retirement  fund; 
while  TRD's  administrative  expenses  ($243,527  in  fiscal 
year  1977-78)  are  paid  from  investment  earnings  on 
employer  contributions.   PERS  had  total  assets  of 
$187,076,800  and  an  unfunded  liability  of  $150,100,000 
as  of  June  30,  1978,  while  TRD  had  total  assets  of 
$154,955,000  and  an  unfunded  liability  of  $320,710,600. 
Membership  Accounting 

The  two  divisions  presently  use  the  same  member- 
ship accounting  computer  system  to  account  for  employee 
contributions.   Each  division  maintains  its  own  com- 
puter files.   PERD  also  uses  this  computer  system  to 
compute  refunds,  but  TRD  has  not  used  it  for  this 
purpose  due  to  excessive  processing  backlogs. 
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The  present  membership  accounting  computer  system 
has  proven  to  be  ineffective  in  meeting  the  total  needs 
of  either  division.   Most  problems  of  this  system  are 
not  due  to  differences  in  requirements  between  the 
systems,  but  rather  that  the  original  system  did  not 
completely  fill  the  needs  of  either  system.   There  are 
also  problems  associated  with  the  current  data  base. 
These  problems  were  caused  by  errors  made  during  the 
original  keypunching  process.   As  a  result,  the  divi- 
sions have  been  unable  to  rely  completely  on  the  compu- 
tations of  the  current  data  processing  system. 

Because  of  the  problems  associated  with  the  pre- 
sent data  processing  system,  PERD  and  TRD  have  requested 
the  Information  Systems  Division  (ISD)  of  the  Department 
of  Administration  to  develop  separate  new  systems 
consistent  with  their  specific  requirements.   The  PERD 
computer  system  is  scheduled  for  implementation  in 
October  1980,  while  the  TRD  system  is  still  in  the 
initial  development  stages.   Development  of  the  systems 
is  currently  estimated  to  cost  approximately  $150,000 
and  $80,000  for  PERD  and  TRD,  respectively. 

ISD  did  not  adequately  assess  or  propose  the 
advantages  of  developing  one  system  to  be  used  by  both 
PERD  and  TRD.   Because  the  operations  of  the  two  divi- 
sions are  so  similar,  there  are  two  major  areas  where 
savings  could  be  realized  if  only  one  system  were 
developed:   1)  development  costs;   and  2)  operating 
costs . 
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Even  though  both  systems  are  already  in  the  devel- 
opmental stages,  there  are  still  potential  savings  if 
ISD  were  to  combine  its  efforts  into  designing  one 
system.   Savings  in  operating  costs  would  result  from 
the  efficiencies  of  having  to  run  only  one  system  on 
the  computer  with  less  computer  and  personnel  time 
required. 

Other  Administrative  Functions 

The  administrative  functions  of  the  two  divisions 
are  almost  identical  with  employees  at  both  divisions 
performing  similar  functions. 

The  major  administrative  functions  which  are 
similar  for  both  divisions  include: 

1.  Collection  and  processing  of  employee  and 
employer  contributions.   Each  month  both 
divisions  receive  payments  for  each  system 
member  from  each  participating  governmental 
entity.   These  payments  include  both  employee 
and  employer  contributions  which  must  be 
deposited  and  credited  to  the  proper  fund  and 
proper  employee's  account. 

2.  Computer  input  and  output  processing.  The 
membership  accounting  systems  operated  by 
each  division  are  computerized.  Theoret- 
ically, all  transactions  for  each  system 
should  be  recorded  on,  and  available  from, 
the  computerized  system.   As  we  previously 
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noted,  problems  presently  exist  with  the 
computerized  system,  but  both  TRD  and  PERD 
are  in  the  process  of  upgrading  computer 
systems. 

Computation  of  refunds  and  retirement  benefits. 
Upon  termination  of  employment  for  nonvested 
employees  or  those  requesting  a  refund  of 
contributions,  each  system  must  determine  the 
total  accumulated  contributions  and  interest 
earned  for  each  such  employee  and  refund  this 
amount  to  him.   Whenever  an  employee  retires 
each  system  must  compute  the  individual 
retirement  benefits  for  each  employee  based 
upon  his  years  of  service. 

Maintenance  of  accounting  records  and  files 
to  provide  summary  and  individual  account 
information.   Each  division  must  maintain 
precise  and  current  records  of  all  account 
transactions.    Each   individual's   account 
records  must  be  maintained  so  that  the  immedi- 
ate status  may  be  determined  for  the  member's 
information  and  for  computing  refunds  or 
death,  disability,  or  retirement  benefits.   A 
summary  of  all  accounts  must  be  accurately 
maintained  for  financial  accounting  purposes 
and  to  provide  the  actuary  correct  information 
upon  which  to  base  his  actuarial  valuations 
of  the  respective  funds. 
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SUMMARY 

Because  of  their  almost  identical  operations,  the 
two  divisions  could  benefit  by  working  together  more 
closely.   By  coordinating  similar  functions  and  their 
computer  processing,  they  could  prevent  unnecessary 
duplication  of  effort  and  provide  dollar  savings  through 
efficiencies  of  size.   By  more  closely  coordinating 
efforts  PERD  and  TRD  could  help  eliminate  the  various 
problems  we  noted  at  each  division. 

Although  a  merger  of  the  administrative  functions 
appears  feasible,  before  any  attempt  is  made  to  partially 
or  totally  merge  the  administrative  functions  of  the 
two  divisions,  several  other  matters  need  to  be  reviewed. 
A  personnel  management  specialist  should  review  the 
staffing  levels  to  determine  if  staff  reductions  would 
be  realized  which  would  reduce  the  administrative  costs 
of  the  divisions.   At  the  present  time  PERD  and  TRD 
each  own  the  buildings  in  which  their  respective  opera- 
tions are  housed.   In  the  event  of  a  merger  it  would  be 
necessary  to  determine  the  disposition  or  use  of  the 
buildings  involved.   Finally,   any  consideration  of 
partially  or  totally  merging  the  administrative  func- 
tions of  TRD  and  PERD  should  involve  a  public  hearing 
to  allow  all  interested  parties  to  appear  and  present 
relevant  testimony. 
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AUDITOR'S  REPORT  AND  FINANCIAL  STATEMENTS 

FOR  THE 

PUBLIC  EMPLOYEES'  RETIREMENT  SYSTEM 


MORRIS  L   BRUSETT.  CPA 

LEGISLATIVE    AUDITOR 


STATE  OF  MONTANA 


(©fftcc  of  the  ICci^islattne  Aubitnr 


STATE  CAPITOL 

HELENA,  MONTANA  59601 

406/449-3122 


ELLEN  FEAVER   CPA 

DEPUTY    LEGISLATIVE    AUDITOR 

JOHN  W   NORTHEY 
STAFF  LEGAL  COUNSEL 


The  Legislative  Audit  Committee 
of  the  State  of  Montana: 

We  have  examined  the  Statement  of  Assets  and 

Liabilities  Arising  from  Cash  Transactions  of  the 

Public  Employees'  Retirement  System  as  of  June  30,  1978 

and  the  related  Statements  of  Changes  in  Net  Assets 

Available  for  Benefits  and  Changes  in  Accrued  Actuarial 

Liability  and  Unfunded  Liability  for  the  two  years  then 

ended.   Our  examination  was  made  in  accordance  with 

generally  accepted  auditing  standards  and  accordingly 

included  such  tests  of  the  accounting  records  and  such 

other  auditing  procedures  as  we  considered  necessary  in 

the  circumstances.   We  did  not  examine  the  investments 

or  investment  income  of  the  fund  which  constitute  99 

percent  of  total  assets  and  28  and  30  percent  of  total 

additions  to  net  assets  for  fiscal  years  1976-77  and 

1977-78,  respectively.   These  investments  were  examined 

by  other  auditors  whose  report  thereon  has  been  furnished 

to  us,  and  our  opinion  expressed  herein,  insofar  as  it 

relates  to  the  amounts  included  for  investments  and 

investment  income,  is  based  solely  on  the  opinion  of 

other  auditors. 


83 


-m^^So-e 


As  more  fully  described  in  Note  1  to  the  financial 
statements,  the  Public  Employees'  Retirement  Division 
(PERD)  prepares  its  financial  statements  on  the  basis 
of  cash  receipts  and  disbursements;  consequently, 
certain  revenue  and  the  related  assets  are  recognized 
when  received  rather  than  when  earned,  and  certain 
expenses  are  recognized  when  paid  rather  than  when  the 
obligation  is  incurred.   Generally  accepted  accounting 
principles  require  that  pension  funds  be  reported  on  a 
full  accrual  accounting  basis.   Accordingly,  the  accom- 
panying financial  statements  are  not  intended  to  present 
financial  position  and  results  of  operations  in  conform- 
ity with  generally  accepted  accounting  principles. 

As  described  in  Note  3(c)  to  the  financial  state- 
ments, PERD  has  not  disclosed  the  dollar  effect  on  the 
financial  statements  of  changes  in  actuarial  assump- 
tions.  Generally  accepted  accounting  principles  require 
such  disclosure  in  the  financial  statements. 

In  our  opinion,  based  upon  our  examination  and  the 
report  of  other  auditors,  except  for  the  effects  of  not 
disclosing  the  dollar  effect  of  changes  in  actuarial 
assumptions,  as  discussed  in  the  preceding  paragraph, 
the  financial  statements  referred  to  above  present 
fairly  the  assets  and  liabilities  arising  from  cash 
transactions  of  the  Public  Employees'  Retirement  System 
at  June  30,  1978,  and  the  contributions  and  investment 
income  received,  the  benefit  payments,  refunds,  and 
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expenses  paid,  and  transfers  made  and  the  changes  in 
accrued  actuarial  liability  and  unfunded  liability  for 
the  two  years  then  ended,  on  the  basis  of  accounting 
described  in  Note  1,  which  basis  has  been  consistently 
applied. 

Respectfully  submitted. 


Morris  L.  Brusett,  CPA 
Legislative  Auditor 


June  15,  1979 
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PUBLIC  EMPLOYEES'  RETIREMENT  SYSTEH 
STATEMENT  OF  ASSETS  AND  LIABILITIES 
ARISING  FROM  CASH  TRANSACTIONS 
JUNE  30,  1978 


ASSETS 

Investments  in  Mortgages 

at  Cost  (which  approximates  market)  $  29,229,608 
Investments  in  Securities  (Note  1) 

at  Cost  (Market  Value  -  $142,543,014)  144,526,981 
Investments  in  Common  Stock  -  at  Cost 

(Market  Value  -  $14,082,360)  12,514,942 

Investment  in  Land  and  Building  147 ,619 

Total  Investments  186,419,150 

Cash  in  Treasury  335,098 

Inter-Agency  Loans  Receivable  45,000 

Accounts  Receivable  -  Other  461 

Advance  for  Building  Improvements  2,432 
Unamortized  Deferred  Gains  and 

Losses  274,653 

TOTAL  ASSETS  (Note  2)  $187,076,794 


LIABILITIES  AND  RESERVES 
Liabilities 

Accrued  Support  Expenditures  $      6,534 

Unamortized  Mortgage  Discount  337 ,756 

Total  Liabilities  344,290 

Reserves 

Annuity  Savings  Reserve  69,083,735 

Annuity  Savings  Interest  Reserve  21,854,271 

Pension  Accumulation  Reserve  95 , 794,498 

Total  Reserves  186,732,504 

TOTAL  LIABILITIES  AND  RESERVES  $187,076,794 
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PUBLIC  EMPLOYEES'  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  NET  ASSETS  AVAILABLE  FOR  BENEFITS 
FISCAL  YEARS  ENDED  .Jl]NE_3CL_1978_and  1977 

1978  1977 

Additions  to  Net  Assets 

Retirement  Contributions  (Note  4) 

Members  $  15,317,597        $  14,609,673 

Employers  14,513,513          12,872,698 

Payback  of  Annuity  Savings 

Interest  24,581              4,332 

Investment  Income 

Interest  and  Dividends  13,236,797          10,834,599 

Other  3,606        6,649 

Total  Additions  to  net  assets  43,096,094         38,327  951 

Reductions  in  Net  Assets 

Benefit  Payments  (Note  8)  12,971,530          10,560,727 

Refund  of  Member  Contributions  5,939,305           4,920  497 

Administrative  Expense  438,655            406  373 

Building  Improvements  17,568               -0- 

Total  Reductions  in  Net  Assets  19,367,058          15,887,597 

Transfers  from  Other  Systems  490,573                307 

Transfers  to  Other  Systems  (102,041)           (143,252) 

388,53"2  (142^941) 

Prior  Year  Adjustments  (Net)  (241)             2  258 

Increase  in  Net  Assets 

Available  for  Benefits  24,117,327         22,299,667 

Net  Assets  Available  for  Benefits 

Beginning  of  Fiscal  Year  162,615,177         140,315,510   (Note 
New  Assets  Available  for  Benefits 

End  of  Fiscal  Year  (Note  7)  $186,732,504        $162,615,177 
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PUBLIC  EMPLOYEES '  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  ACCRUED 'ACTUARIAL  LIABILITY  AND 
UNFUNDED  LIABILITY 
TWO  FISCAL  YEARS  ENDED  JUNE  30,  1978 

1978 

Present  value  of  all  future 
benefits  for  contributing 
members,  former  contributing 
members  and  their  survivors 
at  July  1,  1976  $422,800,000 

Present  value  of  future  normal 
contributions  for  contributing 
members  at  July  1,  1976  (149,700,000) 

Accrued  actuarial  liability  at 
July  1,  1976,  as  determined  by 
an  actuarial  valuation  273  100  000 

Less:   Net  assets  available  for 
benefits  July  1,  1976 
(Note  5)  $140,315,510 

Adjustments  to  net  assets 
for  accrued  income  and 
contributions  receivable 
(Note  5)  3,484,490 

Total  net  assets  available 
for  benefits  at  July  1,  1976  (143,800,000) 

Unfunded  liability  at 
July  1,  1976  129,300,000 

Estimated  increase  in 
accrued  actuarial  liability 
for  the  two  fiscal  years 
ended  June  30,  1978  (Note  3)  20,800,000 

Unfunded  liability  at  June  30, 
1978  as  determined  by  an 
actuarial  valuation  (Note  3)  $150  100  000 
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PUBLIC  EMPLOYEES'  RETIREMENT  SYSTEM 
Notes  to  the  Financial  Statements 
Fiscal  Years  Ended  June  30,  1977  and  June  30,  1978 


1.    SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

a)  Basis  of  Accounting 

The  preceding  financial  statements  were  prepared 
from  the  accounting  records  of  the  Public  Employees' 
Retirement  Division.   The  division  utilizes  the  cash 
basis  of  accounting.   This  basis  records  expenditures 
when  paid  and  revenue  when  received;  therefore,  these 
financial  statements  are  not  presented  on  a  full-accrual 
accounting  basis  as  required  by  generally  accepted 
accounting  principles. 

b)  Investments  in  Securities 

Securities  on  the  Statement  of  Assets  and  Liabili- 
ties Arising  from  Cash  Transactions  are  stated  at  cost 
for  investments  in  federal  and  state  government  securi- 
ties and  corporate  securities,  increased  by  the  amount 
of  unamortized  premiums  ($437,844)  and  purchased  inter- 
est ($29,707),  and  reduced  by  the  amount  of  unamortized 
bond  discounts  ($1,747,590). 
2.    ACCRUED  RECEIVABLES 

The  financial  statements  presented  do  not  include 
accrued  income  receivable  figures  for  Investment  In- 
come, Employee  Contributions,  and  Employer  Contribu- 
tions . 


89 


Affect  on  the  Statement  of  Assets 
and  Liabilities  Arising  from  Cash 
Transactions  (1978): 


Annuity  Savings  Reserve 

Pension  Accumulation  Reserve 
Investment  Income  $3,196,378 

Employer  Contributions       1, 511, 138 


Total  Assets  (3  percent 
of  total  assets  presented) 


Understated 


$1,542,317 


4,707,516 


$6,249,833 


Statement  of  Changes  in  Net 
Assets  Affect: 

Accrued  Income 
FY  1976-77 
FY  1977-78 


Understated 

$   539,060 
$2,247,666 


3.    ACTUARIAL  LIABILITY 

a)  Method  of  Funding 

The  method  used  for  this  valuation  is  called  the 
"entry  age  cost  method  with  supplemental  liability." 
Under  this  method,  an  annual  "normal  cost"  for  each 
member  is  established.   The  annual  normal  cost  is  a 
constant  percentage  of  salary  which  is  assumed  to  be 
contributed  each  year,  starting  with  the  date  from 
which  benefits  initially  accrue.   The  level  of  the 
normal  cost  contribution  is  chosen  so  that  the  accumu- 
lated normal  costs  at  retirement,  including  interest, 
will  provide  the  benefits  of  the  plan.   When  the  plan 
is  established,  the  cost  method  makes  it  necessary  to 
account  for  the  normal  cost  payments  assumed  to  have 
been  made  for  the  employees  then  at  work,  payments 


90 


which  were,  of  course,  not  actually  made.   The  accumu- 
lated "deficiency"  in  the  normal  cost  payments  is 
called  the  "supplemental  liability"  or  "unfunded  liabil- 
ity."  The  unfunded  liability  increases  with  interest 
and  decreases  as  payments  are  made  to  amortize  it.   In 
addition,  an  increase  in  benefits  provided  by  the  plan 
generally  causes  the  unfunded  liability  to  increase. 
The  amount  of  $150,100,000  represents  the  unfunded 
liability  as  determined  by  the  system's  actuary  as  of 
June  30,  1978. 

b)  Analysis  of  Funding 

As  a  result  of  their  valuation,  the  actuaries 
determined  that  the  schedule  of  statutory  contribution 
rates  in  effect  on  the  valuation  date,  June  30,  1978, 
provide  adequate  funds  for  sound  financing  of  the 
Montana  Public  Employees'  Retirement  System.   Combined 
with  the  current  levels  of  investment  income  from 
Social  Security  funds  held  in  escrow,  contributions  at 
the  prescribed  rates  will  meet  currently  accruing 
liabilities  of  the  system  and  amortize  the  existing 
unfunded  liability  within  the  statutory  maximum  period 
of  forty  years,  according  to  the  actuarial  assumptions 
employed. 

The  valuation  indicates  that  aggregate  contribu- 
tions of  12.34  percent  of  salaries  are  required  to 
provide  minimum  funding  of  the  system  and  meet  adminis- 
trative expenses.   On  the  valuation  date,  the  law 
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governing  the  system  provided  for  member  contributions 
at  the  rate  of  6.00  percent  of  salaries  and  for  employer 
contributions  at  the  rate  of  6.20  percent,  the  latter 
including  0.30  percent  available  for  administrative 
expenses.   Investment  income  from  Social  Security  funds 
in  escrow  provided  an  additional  0.29  percent  of  salary. 
After  paying  for  currently  accruing  benefits,  these 
combined  amounts  are  adequate  to  amortize  the  unfunded 
liability  in  about  37  years  from  the  valuation  date. 

c)  Change  in  Actuarial  Assumptions 

The  Public  Employees'  Retirement  System  is  evalu- 
ated by  an  independent  actuary  on  a  biennial  basis. 
The  actuaries'  report  at  June  30,  1978  indicated  that 
they  had  changed  some  of  the  assumptions  used  in  the 
previous  evaluation  to  determine  the  accrued  actuarial 
liability. 

The  effect  of  these  changes  in  actuarial  assump- 
tions on  the  actuarial  liability  was  not  computed  by 
the  actuary.  Therefore,  the  amount  reported  as  the 
increase  in  accrued  actuarial  liability  is  only  an 
estimate  of  the  change  covering  the  two  fiscal  years 
1976-77  and  1977-78. 
4.    CONTRIBUTIONS 

On  the  actuarial  valuation  dates  of  June  30,  1977 
and  June  30,  1978,  as  further  explained  in  Note  3,  the 
law  governing  the  system  provided  for  member  contribu- 
tions at  the  rate  of  6.00  percent  of  salaries  and  for 
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employer  contributions  at  the  rate  of  5.55  percent  and 

5.95  percent,  respectively. 

5.    ADJUSTMENTS 

Fiscal  year  1976  financial  statements  were  adjusted 

to  present  them  on  the  accrual  basis  of  accounting. 

The  division  did  not  make  the  corresponding  adjustments 

to  the  financial  records  of  the  retirement  system  and 

chose  to  present  current  period  activity  on  the  cash 

basis . 

Balance  at  July  1,  1976  -  Net  Assets 

As  previously  reported  $143,760,519 

Adjustments*  (3,445, 009 ) 

As  restated  $140,315,510 


*Differences  in  accrual  basis  adjustments  stated  in  the 
Statement  of  Changes  in  Accrued  Actuarial  Liability  and 
Unfunded  Liability  and  as  stated  above  are  due  to  the 
actuary's  use  of  approximate  figures. 

5.    BENEFIT  RATES 

See  Appendix  1 
7.    NET  ASSETS 

"Net  assets  available  for  benefits"  is  equal  to 
total  assets  less  total  liabilities  as  reported  on  the 
Statement  of  Assets  and  Liabilities  Arising  from  Cash 
Transactions  or  the  balance  of  the  reserve  accounts  at 
fiscal  year-end  June  30,  1978. 


Total  Assets  $187,076,794 

Total  Liabilities  (344,290) 

Net  Assets  Available  for  Benefits        $186,732,504 
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AUDITOR'S  REPORT  AND  FINANCIAL  STATEMENTS 

FOR  THE 

MUNICIPAL  POLICE  OFFICERS'  RETIREMENT  SYSTEM 


STATE  OF  MONTANA 

©fficc  uf  the  ILci^isIattttc  Auditor 


STATE  CAPITOL 

HELENA,  MONTANA  59601 

406/449-3122 


MORRIS  L   BRUSETT,  C  P  A 

LEGISLATIVE    AUDITOR 


ELLEN  FEAVER   C  PA 
DEPUTY    LEGISLATIVE    AUDITOR 

JOHN  W   NORTHEY 
STAFF  LEGAL  COUNSEL 


The  Legislative  Audit  Committee 
of  the  State  of  Montana: 

We  have  examined  the  Statement  of  Assets  and 
Liabilities  Arising  from  Cash  Transactions  of  the 
Municipal  Police  Officers'  Retirement  System  as  of 
June  30,  1978  and  the  related  statements  of  Changes  in 
Net  Assets  Available  for  Benefits  and  Changes  in  Ac- 
crued Actuarial  Liability  and  Unfunded  Liability  for 
the  two  years  then  ended.   Except  as  explained  in  the 
following  paragraph,  our  examination  was  made  in  accor- 
dance with  generally  accepted  auditing  standards  and 
accordingly  included  such  tests  of  the  accounting 
records  and  such  other  auditing  procedures  as  we  con- 
sidered necessary  in  the  circumstances.   We  did  not 
examine  the  investments  in  securities  or  investment 
income  of  the  fund  which  constitute  89  percent  of  total 
assets  and  18  and  17  percent  of  total  additions  to  net 
assets  for  fiscal  years  1976-77  and  1977-78,  respective- 
ly.  These  investments  were  examined  by  other  auditors 
whose  report  thereon  has  been  furnished  to  us,  and  our 
opinion  expressed  herein,  insofar  as  it  relates  to  the 
amounts  included  for  investments  in  securities  and 
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investment  income,  is  based  solely  on  the  opinion  of 
other  auditors . 

As  more  fully  described  in  Note  1  to  the  financial 
statements,  the  Public  Employees'  Retirement  Division 
(PERD)  prepares  its  financial  statements  on  the  basis 
of  cash  receipts   and  disbursements;   consequently, 
certain  revenue  and  the  related  assets  are  recognized 
when  received  rather  than  when  earned  and  certain 
expenses  are  recognized  when  paid  rather  than  when  the 
obligation  is  incurred.   Generally  accepted  accounting 
principles  require  that  pension  funds  be  reported  on  a 
full  accrual  accounting  basis.   Accordingly,  the  accom- 
panying financial  statements  are  not  intended  to  pre- 
sent financial  position  and  results  of  operations  in 
conformity  with  generally  accepted  accounting  princi- 
ples . 

As  described  in  Note  3(c)  of  our  report,  the  PERD 
has  not  disclosed  the  effect  on  the  financial  state- 
ments of  changes  in  actuarial  assumptions.   Generally 
accepted  accounting  principles  require  such  disclosure 
in  the  financial  statements. 

In  our  opinion,  based  upon  our  examination  and  the 
report  of  other  auditors,  except  for  the  effects  of  not 
disclosing  the  dollar  effect  of  changes  in  actuarial 
assumptions,  as  discussed  in  the  preceding  paragraph, 
the  financial  statements  referred  to  above  present 
fairly  the  assets  and  liabilities  arising  from  cash 
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transactions  of  the  Municipal  Police  Officers'  Retire- 
ment System  at  June  30,  1978,  and  the  contributions  and 
investment  income  received,  the  benefit  payments, 
refunds,  and  expenses  paid  and  the  changes  in  accrued 
actuarial  liability  and  unfunded  liability  for  the  two 
years  then  ended,  on  the  basis  of  accounting  described 
in  Note  1,  which  basis  has  been  applied  consistently. 

Respectfully  submitted, 

Morris  L.  Brusett,  CPA 
Legislative  Auditor 

June  15,  1979 
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MUNICIPAL  POLICE  OFFICERS'  RETIREMENT  SYSTEM 
STATEMENT  OF  ASSETS  AND  LIABILITIES 
ARISING  FROM  CASH  TRANSACTIONS 
JUNE  30,  1978 


ASSETS 

Cash  in  Treasury  $     11,655 

Investments  in  Securities  (Note  1)  at  Cost 

(Market  Value  -  $3,582,489)  3,904,517 

Other  Investments  (Note  5)  '^81,770 

TOTAL  ASSETS  (Note  1,  2)  $  4,397,942 


LIABILITIES  AND  RESERVES 
Reserves 

Annuity  Savings  Reserve  $   1,009,401 

Annuity  Savings  Interest  Reserve  179,773 

Pension  Accumulation  Reserve  3,208,768 

TOTAL  LIABILITIES  AND  RESERVES  $   4,397,942 
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MUNICIPAL  POLICE  OFFICERS'  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  NET  ASSETS  AVAILABLE  FOR  BENEFITS 
FISCAL  YEARS  ENDED  JUNE  30,  1978  and  1977 

1978  1977 

Additions  to  Net  Assets 
Retirement  Contributions  (Note  4j 
Member 
Employer 
State  (Note  7) 

Investment  Income 

Total  Additions  to  Net  Assets 

Reductions  in  Net  Assets 
Benefit  Payments  (Note  8) 
Refund  of  Member  Contributions 
Investment  Expense 
Total  Reductions  in  Net  Assets 

Corrections  to: 
Prior  Year  Contributions 
Investments 

Prior  Year  Adjustments  (Net) 

Increase  in  Net  Assets  Available 
for  Benefits 

Net  Assets  Available  for  Benefits 
Beginning  of  Fiscal  Year 

Net  Assets  Available  for  Benefits 
End  of  Fiscal  Year 


$   321,663 

$   294,601 

679,472 

790,771 

575,606 

293,082 

338,403 

309,027 

1,915,144 

1,687,481 

1,853,946 

1,269,585 

30,706 

30,337 

8,164 

1,892,816 

1,299,922 

100,000 

-0- 

(71,209) 

-0- 

28,791 

-0- 

(555) 

-0- 

50,564 

387,559 

4,347,378 

3,959,819  (Note 

$4,397,942 

$4,347,378 
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MUNICIPAL  POLICE  OFFICERS'  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  ACCRUED  ACTUARIAL  LIABILITY  AND 
UNFL^DED  LIABILITY 
TWO  FISCAL  YEARS  ENDED  JUNE  30  1978 

1978 

Present  value  of  all  future 
benefits  for  contributing 
members,  former  contributing 
members  and  their  survivors 
at  July  1,  1977  $42,618,922 

Present  value  of  future  normal 
contributions  for  contributing 
members  at  July  1,  1977  (14,511,111) 

Accrued  actuarial  liability  at 
July  1,  1977,  as  determined  by 
an  actuarial  valuation  28,107,811 

Less:   Net  assets  available  for 

benefits  July  1,  1977       $4,347,378 

Adjustments  to  net  assets 
for  accrued  income  and 
contributions  receivable       661 ,544 

Total  net  assets  available 
for  benefits  at  July  1,  1977  (  5,008,922) 

Unfunded  liability  at 
July  1,  1976  23,098,889 

Estimated  increase  in 
accrued  actuarial  liability 
for  the  two  fiscal  years 
ended  June  30,  1978  (Note  3)  1,962,416 

Unfunded  liability  at  June  30, 
1978  as  determined  by  an 
actuarial  valuation  (Note  3)  $25,061,305 
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MUNICIPAL  POLICE  OFFICERS'  RETIREMENT  SYSTEM 
Notes  to  the  Financial  Statements 
Fiscal  Years  Ended  June  30,  1977  and  1978 

1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

a)  Basis  of  Accounting 

The  preceding  financial  statements  were  prepared 
from  the  accounting  records  of  the  Public  Employees' 
Retirement  Division.   The  division  utilizes  the  cash 
basis  of  accounting.   This  basis  records  expenditures 
when  paid  and  revenue  when  received;  therefore,  these 
financial  statements  are  not  presented  on  a  full- 
accrual  accounting  basis  as  required  by  generally 
accepted  accounting  principles. 

b)  Investments  in  Securities 

Securities  on  the  Statement  of  Assets  and  Liabili- 
ties Arising  from  Cash  Transactions  are  stated  at  cost 
for  investments  in  federal  and  state  government  securi- 
ties and  corporate  securities,  increased  by  the  amount 
of  accrued  interest  purchased  ($2,543)  and  reduced  by 
the  amount  of  unamortized  bond  discounts  ($7,117). 

2.  ACCRUED  RECEIVABLES 

The  financial  statements  presented  do  not  include 
accrued  income  receivable  figures  for  Investment  In- 
come, Employee  Contributions,  and  Employer  Contribu- 
tions . 
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Affect  on  the  Statement  of  Assets 
and  Liabilities  Arising  from  Cash 
Transactions  (1978): 


Annuity  Savings  Reserve 

Pension  Accumulation  Reserve 
Investment  Income  $   84,103 

Employer  Contributions       1, 146,397 

Total  Assets  (29  percent  of 
total  assets) 


Understated 
$    30,363 

1,230,500 
$1,260,863 


Statement  of  Changes  in  Net 
Assets  Affect: 

Accrued  Income 
FY  1976-77 
FY  1977-78 


Understated 

$    55,092 
$1,112,178 


3.    ACTUARIAL  LIABILITY 

a)  Method  of  Funding 

The  method  of  funding  employed  is  commonly  refer- 
red to  as  the  "entry  age  normal  cost  method."   This 
method  establishes  a  normal  cost  for  each  member  as 
well  as  an  unfunded  accrued  liability.   The  normal  cost 
is  the  level  percentage  of  annual  salary  required  to 
fund  the  benefits  assuming  this  percentage  had  been 
contributed  since  the  member's  entry  into  the  system 
and  would  continue  throughout  his  active  service  life- 
time. 

The  unfunded  accrued  liability  represents  the 
liability  for  accrued  benefits  which  have  not  been 
previously  funded.   In  order  to  maintain  the  systems  on 
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an  actuarially  sound  basis,  the  rates  of  contribution 
should  be  such  as  to  meet  the  normal  costs  in  addition 
to  amortizing  the  unfunded  accrued  liabilities  over  a 
reasonable  period  of  future  years.   The  amount  of 
$25,061,305  represents  the  unfunded  liability  as  deter- 
mined by  the  system's  actuary  as  of  June  30,  1978. 

b)    Analysis  of  Valuation 

In  valuing  the  aggregate  cost  of  the  total  system, 
it  was  determined  that  20.99  percent  of  salaries  is  the 
contribution  required  to  meet  liabilities  as  they 
accrue  each  year.   As  determined  by  the  actuary,  regu- 
lar contributions  of  9.14  percent  would  be  required  to 
amortize  the  unfunded  past  service  liability  of 
$13,744,041  over  a  period  of  40  years.   The  current 
contribution  rate  of  30  percent  includes  a  contribution 
of  9.01  percent  of  salaries  towards  amortization  of  the 
unfunded  past  service  liability.   This  is  sufficient  to 
amortize  the  unfunded  past  service  liability  over  a 
period  of  40  10/12  years. 

As  a  result  of  increases  in  membership  and  sal- 
aries, the  total  covered  payroll  increased  10  percent 
since  the  previous  valuation.   This  change  was  the  main 
factor  contributing  to  a  9.9  percent  increase  in  the 
total  liability  of  the  system.   The  net  effect  of  the 
above  factors  was  an  increase  in  the  40  year  funding 
rate  from  30  percent  to  30.13  percent. 
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c)  Change  in  Actuarial  Assumptions 

The  Municipal  Police  Officers'  Retirement  System 
is  evaluated  by  an  independent  actuary  on  a  biennial 
basis.  The  actuaries'  report  at  June  30,  1978  indi- 
cated that  they  had  changed  some  of  the  assumptions 
used  in  the  previous  evaluation  to  determine  the  ac- 
crued actuarial  liability. 

The  effect  of  these  changes  in  actuarial  assump- 
tions on  the  actuarial  liability  was  not  computed  by 
the  actuary;  therefore,  the  amount  reported  as  the 
increase  in  accrued  actuarial  liability  is  only  an 
estimate  of  the  change  covering  the  two  fiscal  years 
1976-77  and  1977-78. 
4.    CONTRIBUTIONS 

On  the  actuarial  valuation  dates  of  June  30,  1977 
and  June  30,  1978,  as  further  explained  in  Note  3,  the 
law  governing  the  System  provided  for  member  contribu- 
tions at  the  rate  of  6  percent  of  salaries  and  for 
employer  contributions  at  the  rate  of  12  percent.   The 
State  of  Montana  contribution  rate  for  the  two  fiscal 
years  was  12  percent  of  salaries  plus  excess  pension 
benefits  to  retirees  as  provided  in  section  19-9-1007, 
MCA.   Effective  July  1,  1979,  the  contribution  rates 
are  7.5,  14  and  14  percent  of  salaries  respectively. 
5.    OTHER  INVESTMENTS 

Other  investments  are  being  controlled  by  the 
cities  which  are  member  employers  of  the  retirement 
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system.   These  investments  are  not  under  the  control  of 
the  Board  of  Investments.   They  are  examined  by  audi- 
tors from  the  Department  of  Community  Affairs,  Local 
Government  Bureau. 
6.    ADJUSTMENTS 

Fiscal  year  1976  financial  statements  were  ad- 
justed to  present  them  on  the  accrual  basis  of  account- 
ing.  The  division  did  not  make  the  corresponding 
adjustments  to  the  financial  records  of  the  retirement 
system  and  chose  to  present  current  period  activity  on 
the  cash  basis . 

Balance  at  July  1,  1976 

As  previously  reported  $4,054,197 

Adjustments  (94  378) 

As  restated  $3,959!819 


7.    STATE  CONTRIBUTIONS 

For  the  fiscal  year  ended  June  30,   1978,  the 
dollar  amount  for  the  state's  contribution  to  the 
Municipal  Police  Officers'  Retirement  Fund  was  calcu- 
lated as  12  percent  of  the  annual  compensation  paid  to 
all  active  members  during  the  preceding  year,  as  stated 
in  19-9-702,  MCA.   Prior  to  July  1,  1977  the  state 
contribution  rate  was  10  percent  of  compensation  paid 
to  all  active  municipal  police  officers.   The  state's 
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contribution  is  normally  made  in  August  of  the  subse- 
quent fiscal  year. 
8.    BENEFIT  RATES 
See  Appendix  1 
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AUDITOR'S  REPORT  AND  FINANCIAL  STATEMENTS 

FOR  THE 

GAME  WARDENS'  RETIREMENT  SYSTEM 


STATE  OF  MONTANA 

®fficc  of  tl|r  Hn^islatiuc  Auititor 


STATE  CAPITOL 

HELENA.  MONTANA  59601 

406/449-3122 


MORRIS  L   BRUSETTCPA 

LEGISLATIVE    AUDITOR 


ELLEN  FEAVER.  CPA 

DEPUTY    LEGISLATIVE    AUDITOR 

JOHN  W   NORTHEY 
STAFF  LEGAL  COUNSEL 


The  Legislative  Audit  Committee 
of  the  State  of  Montana: 

We  have  examined  the  Statement  of  Assets  and 
Liabilities  Arising  from  Cash  Transactions  of  the 
Montana  State  Game  Wardens'  Retirement  System  as  of 
June  30,  1978  and  the  related  Statements  of  Changes  in 
Net  Assets  Available  for  Benefits  and  Changes  in  Accrued 
Actuarial  Liability  and  Unfunded  Liability  for  the  two 
years  then  ended.   Our  examination  was  made  in  accord- 
ance with  generally  accepted  auditing  standards  and 
accordingly  included  such  tests  of  the  accounting 
records  and  such  other  auditing  procedures  as  we  consi- 
dered necessary  in  the  circumstances.   We  did  not 
examine  the  investments  or  investment  income  of  the 
fund  which  constitute  99  percent  of  total  assets  and  41 
percent  of  total  additions  to  net  assets  for  fiscal 
years  1976-77  and  1977-78,  respectively.   These  invest- 
ments were  examined  by  other  auditors  whose  report 
thereon  has  been  furnished  to  us,  and  our  opinion 
expressed  herein,  insofar  as  it  relates  to  the  amounts 
included  for  investments  and  investment  income,  is 
based  solely  on  the  opinion  of  other  auditors. 
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As  more  fully  described  in  Note  1  to  the  financial 
statements,  the  Public  Employees'  Retirement  Division 
(PERD)  prepares  its  financial  statements  on  the  basis 
of  cash  receipts  and  disbursements;  consequently, 
certain  revenue  and  the  related  assets  are  recognized 
when  received  rather  than  when  earned,  and  certain 
expenses  are  recognized  when  paid  rather  than  when  the 
obligation  is  incurred.   Generally  accepted  accounting 
principles  require  that  pension  funds  be  reported  on  a 
full  accrual  accounting  basis.   Accordingly,  the  accom- 
panying financial  statements  are  not  intended  to  present 
financial  position  and  results  of  operations  in  conform- 
ity with  generally  accepted  accounting  principles. 

As  described  in  Note  3(c)  to  the  financial  state- 
ments, the  PERD  has  not  disclosed  the  dollar  effect  on 
the  financial  statements  of  changes  in  actuarial  assump- 
tions.  Generally  accepted  accounting  principles  require 
such  disclosure  in  the  financial  statements. 

In  our  opinion,  based  upon  our  examination  and  the 
report  of  other  auditors,  except  for  the  effects  of  not 
disclosing  the  dollar  effect  of  changes  in  actuarial 
assumptions,  as  discussed  in  the  preceding  paragraph, 
the  financial  statements  referred  to  above  present 
fairly  the  assets  and  liabilities  arising  from  cash 
transactions  of  the  Game  Wardens'  Retirement  System  at 
June  30,  1978,  and  the  contributions  and  investment 
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income  received,  the  benefit  payments,  refunds,  expenses 
and  transfers  paid  and  the  changes  in  accrued  actuarial 
liability  and  unfunded  liability  for  the  two  years  then 
ended,  on  the  basis  of  accounting  described  in  Note  1, 
which  basis  has  been  consistently  applied. 

Respectfully  submitted, 

Morris  L.  Brusett,  CPA 
Legislative  Auditor 

June  15,  1979 
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MONTANA  STATE  GAME  WARDENS'  RETIREMENT  SYSTEM 
STATEMENT  OF  ASSETS  AND  LIABILITIES 
ARISING  FROM  CASH  TRANSACTIONS 
JUNE  30,  1978 


ASSETS 


Cash  in  Treasury 
Investments  in  Mortgages  - 

at  Cost  (which  approximates  market) 
Investments  in  Securities  (Note  1) 

at  Cost  (Market  Value  -  $1,866,872) 
Unamortized  Deferred  Gains  and  Losses 

TOTAL  ASSETS  (Note  2) 


$ 

1. 

,057 

^1: 

,094 

2, 

,132; 

5 

,624 
,238 

$ 

2, 

,180 

,013 

LIABILITIES  AND  RESERVES 
Reserves 


Annuity  Savings  Reserve 

Annuity  Savings  Interest  Reserve 

Pension  Accumulation  Reserve 


710,999 

310,259 

1,158,755 


TOTAL  LIABILITIES,  RESERVES,  AND 
FUND  BALANCE 


$  2,180,013 
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M(JN'IANA  STATK  GAMK  WAHDKNS '  _RETI KKMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  NET  ASSETS  AVAILABLE  FOR  BENEFITS 
FISCAL  YEARS  ENDED  JUNE  30,  1978  and  1977 


1978 


1977 


Additions  to  Net  Assets 
Retirement  Contributions  (Note  4) 
Member 
Employer 

Investment  Income 

Total  Additions  to  Net  Assets 

Reductions  in  Net  Assets 
Benefit  Payments  (Note  6) 
Refund  of  Member  Contributions 
Administrative  Fee  Transfers 
Investment  Expense 
Total  Reductions  in  Net  Assets 

Increase  in  Net  Assets  Available 
for  Benefits 

Net  Assets  Available  for  Benefits 
Beginning  of  Fiscal  Year 

Net  Assets  Available  for  Benefits 
End  of  Fiscal  Year 


$   84,882 

$   92,885 

132,799 

95,187 

150,443 

133,253 

368,124 

321,325 

142,352 

107,288 

14,076 

2,994 

3,606 

2,303 

807 

457 

160,841 

113,042 

207,283 

1,972,730 

$2,180,013 


208,283 


1,764,447  (Note  5) 


$1,972,730 
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MONTANA  STATE  GAME  WARDENS'  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  ACCRUED  ACTUARIAL  LIABILITY  AND 
UNFUNDED  LIABILITY 
TWO  FISCAL  YEARS  EITOED  JUNE  30,  1978 

1978 

Present  value  of  all  future 
benefits  for  contributing 
members,  former  contributing 
members  and  their  survivors 
at  July  1,  1976  $7,933,000 

Present  value  of  future  normal 
contributions  for  contributing 
members  at  July  1,  1976  (3,043,000) 

Accrued  actuarial  liability  at 
July  1,  1976,  as  determined  by 
an  actuarial  valuation  4,890,000 

Less:   Net  assets  available  for 
benefits  at  July  1,  1976 
(Note  5)  $1,764,447 

Adjustments  to  net  assets 
for  accrued  income  and 
contributions  receivable 
(Note  5)  32,553 

Total  net  assets  available 
for  benefits  at  July  1,  1976  (1,797,000) 

Unfunded  liability  at 
July  1,  1976  3,093,000 

Estimated  increase  in 
accrued  actuarial  liability 
for  the  two  fiscal  years 
ended  June  30,  1978  (Note  3)  494,419 

Unfunded  liability  at  June  30, 
1978  as  determined  by  an 
actuarial  valuation  (Note  3)  $  3,587,419 
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MONTANA  STATE  GAME  WARDENS'  RETIREMENT  SYSTEM 

Notes  to  the  Financial  Statements 

Fiscal  Years  Ended  June  30,  1977  and  1978 

1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

a)  Basis  of  Accounting 

The  preceding  financial  statements  were  prepared 
from  the  accounting  records  of  the  Public  Employees' 
Retirement  Division.   The  division  utilizes  the  cash 
basis  of  accounting.   This  basis  records  expenditures 
when  paid  and  revenue  when  received;  therefore,  these 
financial  statements  are  not  presented  on  a  full-accrual 
accounting  basis  as  required  by  generally  accepted 
accounting  principles. 

b)  Investments  in  Securities 

Securities  on  the  Statement  of  Assets  and  Liabili- 
ties Arising  from  Cash  Transactions  are  stated  at  cost 
for  investments  in  federal  and  state  government  securi- 
ties and  corporate  securities,  increased  by  the  amount 
of  unamortized  premiums  ($5,585)  and  purchased  interest 
($85),  and  reduced  by  the  amount  of  unamortized  bond 
discounts  ($12,136). 

2.  ACCRUED  RECEIVABLES 

The  financial  statements  presented  do  not  include 
accrued  income  receivable  figures  for  Investment  In- 
come, Employee  Contributions,  and  Employer  Contribu- 
tions . 
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Affect  on  the  Statement  of  Assets 
and  Liabilities  Arising  from  Cash 
Transactions  (1978): 


Annuity  Savings  Reserve 
Pension  Accumulation  Reserve 
Investment  Income 
Employer  Contributions 

Total  Assets  (3  percent  of 
total  assets) 


$44,654 
16,649 


Understated 


$10,594 


61,303 
$71,897 


Statement  of  Changes  in  Net 
Assets  Affect: 

Accrued  Income 
FY  1976-77 
FY  1977-78 


Understated 

$  6,520 
$32,747 


3.    ACTUARIAL  LIABILITY 

a)  Method  of  Funding 

The  method  used  for  this  valuation  is  called  the 
"entry  age  cost  method."   This  method  establishes  a 
normal  cost  for  each  member  as  well  as  an  unfunded 
accrued  liability.  The  normal  cost  is  the  level  percen- 
tage of  annual  salary  required  to  fund  the  benefits 
assuming  this  percentage  had  been  contributed  since  the 
member's  entry  into  the  system  and  would  continue 
throughout  his  active  service  lifetime. 

The  unfunded  accrued  liability  represents  the 
liability  for  accrued  benefits  which  have  not  been 
previously  funded.   In  order  to  maintain  the  systems  on 
an  actuarially  sound  basis,  the  rates  of  contribution 
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should  be  such  as  to  meet  the  normal  costs  in  addition 
to  amortizing  the  unfunded  accrued  liabilities  over  a 
i-easonable  period  of  future  years.   The  amount  of 
$3,587,419  represents  the  unfunded  liability  as  deter- 
mined by  the  system's  actuary  as  of  June  30,  1978. 

b)  Analysis  of  Valuation 

In  valuing  the  aggregate  cost  of  the  total  system, 
it  was  determined  that  17.84  percent  of  salaries  is  the 
contribution  required  to  meet  liabilities  as  they 
accrue  each  year.  As  determined  by  the  actuary,  regular 
contributions  of  9.08  percent  would  be  required  to 
amortize  the  unfunded  past  service  liability  of 
$3,587,419  over  a  period  of  40  years. 

The  current  contribution  rate  of  18.00  percent 
allows  .15  percent  of  salaries  to  be  applied  to  the 
amortization  of  the  unfunded  liability.   This  amount  is 
insufficient  to  adequately  fund  the  liability.  However, 
as  described  in  Note  4,  additional  funding  from  fines 
and  forfeited  bonds  resulting  from  violations  of  state 
Fish  and  Game  laws  has  been  provided  for  periods  beginning 
July  1,   1979.   It  is  not  possible  to  determine  the 
effect  this  change  will  have  on  the  retirement  system's 
funding. 

c)  Change  in  Actuarial  Assumptions 

The  Montana  State  Game  Wardens'  Retirement  System 
is  evaluated  by  an  independent  actuary  on  a  biennial 
basis.   The  actuaries'  report  at  June  30,  1978  indi- 
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cated  that  they  had  changed  some  of  the  assumptions 
used  in  the  previous  evaluation  to  determine  the  accrued 
actuarial  liability. 

The  effect  of  these  changes  in  actuarial  assump- 
tions on  the  actuarial  liability  was  not  computed  by 
the  actuary;  therefore,  the  amount  reported  as  the 
increase  in  accrued  actuarial  liability  is  only  an 
estimate  of  the  change  covering  the  two  fiscal  years 
1976-77  and  1977-78. 
4.    CONTRIBUTIONS 

On  the  actuarial  valuation  dates  of  June  30,  1977 
and  June  30,  1978,  as  further  explained  in  Note  3,  the 
law  governing  the  system  provided  for  member  contribu- 
tions  at  the  rate  of  7.00  percent  of  salaries  and  for 
employer  contributions  at  the  rate  of  7.00  percent  and 
11.00  percent  of  salaries,  respectively,  on  the  valua- 
tion dates . 

Legislation  passed  by  the  1979  legislature  provides 
that  all  money  collected  as  fines  and  forfeited  bonds 
resulting  from  violations  of  state  fish  and  game  laws 
shall  be  deposited  to  the  Game  Wardens'  Retirement 
account  until  such  time  as  the  account  is  solvent 
(Section  19-8-504,  MCA). 
5.    ADJUSTMENTS 

Fiscal  year  1976  financial  statements  were  adjusted 
to  present  them  on  the  accrual  basis  of  accounting. 
The  division  did  not  make  the  corresponding  adjustments 
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to  the  financial  records  of  the  retirement  system  and 

chose  to  present  current  period  activity  on  the  cash 
basis. 

Balance  at  July  1,  1976  -  Net  Assets 

As  previously  reported  $1,797,471 

Adjustments*  (33,024) 

As  restated  $1, 764,447 


*Differences  in  accrual  basis  adjustments  stated  in  the 
Statement  of  Changes  in  Accrued  Actuarial  Liability  and 
Unfunded  Liability  and  as  stated  above  are  due  to  the 
actuary's  use  of  approximate  figures. 

6.    BENEFIT  RATES 

See  Appendix  1 
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AUDITOR'S  REPORT  AND  FINANCIAL  STATEMENTS 

FOR  THE 

SHERIFFS'  RETIREMENT  SYSTEM 


STATE  OF  MONTANA 

ODfficc  uf  the  ILcT^islatinc  iVubitar 


STATE  CAPITOL 

HELENA,  MONTANA  59601 

406/449-3122 


MORRIS  L    BRUSETTCPA 

LEGISLATIVE    AUDITOR 


ELLEN  FEAVER   CP  A 

DEPUTY    LEGISLATIVE    AUDITOR 

JOHN  W   NORTHEY 
STAFF  LEGAL  COUNSEL 


The  Legislative  Audit  Committee 
of  the  State  of  Montana: 

We  have  examined  the  Statement  of  Assets  and 
Liabilities  Arising  from  Cash  Transactions  of  the 
Sheriffs'  Retirement  System  as  of  June  30,  1978  and  the 
related  Statements  of  Changes  in  Net  Assets  Available 
for  Benefits  and  Changes  in  Accrued  Actuarial  Liability 
and  Unfunded  Liability  for  the  two  years  then  ended. 
Our  examination  was  made  in  accordance  with  generally 
accepted  auditing  standards  and  accordingly  included 
such  tests  of  the  accounting  records  and  such  other 
auditing  procedures  as  we  considered  necessary  in  the 
circumstances .   We  did  not  examine  the  investments  or 
investment  income  of  the  fund  which  constitute  99 
percent  of  total  assets  and  19  and  25  percent  of  total 
additions  to  net  assets  for  fiscal  years  1976-77  and 
1977-78,  respectively.   These  investments  were  examined 
by  other  auditors  whose  report  thereon  has  been  fur- 
nished to  us,  and  our  opinion  expressed  herein,  insofar 
as  it  relates  to  the  amounts  included  for  investments 
and  investment  income,  is  based  solely  on  the  opinion 
of  other  auditors. 
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As  more  fully  described  in  Note  1  to  the  financial 
statements,  the  Public  Employees'  Retirement  Division 
(PERD)  prepares  its  financial  statements  on  the  basis 
of  cash  receipts  and  disbursements;   consequently, 
certain  revenue  and  the  related  assets  are  recognized 
when  received  rather  than  when  earned,  and  certain 
expenses  are  recognized  when  paid  rather  than  when  the 
obligation  is  incurred.   Generally  accepted  accounting 
principles  require  the  pension  funds  be  reported  on  a 
full  accrual  accounting  basis.   Accordingly,  the  accom- 
panying financial  statements  are  not  intended  to  pre- 
sent financial  position  and  results  of  operations  in 
conformity  with  generally  accepted  accounting  princi- 
ples. 

As  described  in  Note  3(c)  to  the  financial  state- 
ments, the  PERD  has  not  disclosed  the  dollar  effect  on 
the  financial  statements  of  changes  in  actuarial  assump- 
tions.  Generally  accepted  accounting  principles  re- 
quire such  disclosure  in  the  financial  statements. 

In  our  opinion,  based  upon  our  examination  and  the 
report  of  other  auditors,  except  for  the  effects  of  not 
disclosing  the  dollar  effect  of  changes  in  actuarial 
assumptions  as  discussed  in  the  preceding  paragraph, 
the  financial  statements  referred  to  above  present 
fairly  the  financial  position  of  the  Sheriffs'  Retire- 
ment System  at  June  30,  1978,  and  the  contributions  and 
investment  income  received,   the  benefit  payments. 
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refunds,  and  expenses  paid  and  the  changes  m  accrued 
actuarial  liability  and  unfunded  liability  for  the  two 
years  then  ended,  on  the  basis  of  accounting  described 
in  Note  1,  which  basis  has  been  consistently  applied. 

Respectfully  submitted, 

Morris  L.  Brusett,  CPA 
Legislative  Auditor 

June  15,  1979 


119 


SHERIFFS'  RETIREMENT  SYSTEM 
STATEMENT  OF  ASSETS  AND  LIABILITIES 
ARISING  FROM  CASH  TRANSACTIONS 
JUNE  30,  1978 

ASSETS 

Cash  in  Treasury  $     3,007 

Investments  in  Securities  (Note  3) 
at  Cost  (Market  Value  -  $3,667,177)  3,795,264 

TOTAL  ASSETS  (Note  1,2)  $  3,798,271 


LIABILITIES  AND  RESERVES 

Annuity  Savings  Reserve  $  1,457,521 

Annuity  Savings  Interest  Reserve  330,503 

Pension  Accumulation  Reserve  2,010,247 

TOTAL  LIABILITIES  AND  RESERVES  $  3,798,271 
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SHERIFFS'  HETI REMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  NET  ASSETS  AVAILABLE  FOR  BENEFITS 
FISCAL  YEARS  ENDED  JUNE  30,  1978  and  1977 


1978 


1977 


Additions  to  Net  Assets 
Retirement  Contributions  (Note  4) 
Member 
Employer 

Investment  Income 
Total  Additions  to  Net  Assets 

Reductions  in  Net  Assets 
Benefit  Payments  (Note  6) 
Refund  of  Member  Contributions 
Investment  Expense 
Total  Reductions  in  Net  Assets 

Increase  in  Net  Assets  Available 
for  Benefits 

Net  Assets  Available  for  Benefits 
Beginning  of  Fiscal  Year 

Net  Assets  Available  for  Benefits 
End  of  Fiscal  Year 


$   394,104 

$ 

366,460 

424,283 

379,709 

268,190 

172,586 

1,086,577 

918,755 

95,676 

70,309 

125,762 

106,457 

503 

399 

221,941 

177,165 

864,636 

741,590 

2,933,635 

2 

,192,045  (1 

$3,798,271 

$2 

,933,635 
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SHERIFFS'  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  ACCRUED  ACTUARIAL  LIABILITY  AND 

UNFUNDED  LIABILITY 
TWO  FISCAL  YEARS  ENDED  JUNE  30,  1978 


1978 

Present  value  of  all  future 
benefits  for  contributing 
members,  former  contributing 
members  and  their  survivors 
at  July  1,  1976  $18,248,644 

Present  value  of  future  normal 
contributions  for  contributing 
members  at  July  1,  1976  (13,637,524) 

Accrued  actuarial  liability  at 
July  1,  1976,  as  determined  by 
an  actuarial  valuation  4,611,120 

Less:   Net  assets  available  for 
benefits  July  1,  1976 
(Note  5)  $2,192,045 

Adjustments  to  net  assets 
for  accrued  income  and 
contributions  receivable 
(Note  5)  52,495 

Total  net  assets  available 
for  benefits  at  July  1,  1976  (  2,244,540) 

Unfunded  liability  at 
July  1,  1976  2,366,580 

Estimated  decrease  in 
accrued  actuarial  liability 
for  the  two  fiscal  years 
ended  June  30,  1978  (Note  3)  (    77,201) 

Unfunded  liability  at  June  30, 
1978  as  determined  by  an 
actuarial  valuation  (Note  3)  $  2,289,379 
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SHERIFFS'  RETIREMENT  SYSTEM 

Notes  to  the  Financial  Statements 

Fiscal  Years  Ended  June  30,  1977  and  1978 


1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

a)  Basis  of  Accounting 

The  preceding  financial  statements  were  prepared 
from  the  accounting  records  of  the  Public  Employees' 
Retirement  Division.   The  division  utilizes  the  cash 
basis  of  accounting.   This  basis  records  expenditures 
when  paid  and  revenue  when  received;  therefore,  these 
financial  statements  are  not  presented  on  a  full- 
accrual  accounting  basis  as  required  by  generally 
accepted  accounting  principles. 

b)  Investments  in  Securities 

Securities  on  the  Statement  of  Assets  and  Liabil- 
ities Arising  from  Cash  Transactions  are  stated  at  cost 
for  investments  in  federal  and  state  government  securi- 
ties and  corporate  securities,  increased  by  the  amount 
of  unamortized  premiums  ($1,822)  and  reduced  by  the 
amount  of  unamortized  bond  discounts  ($7,216). 

2.  ACCRUED  RECEIVABLES 

The  financial  statements  presented  do  not  include 
accrued  income  receivable  figures  for  Investment  In- 
come, Employee  Contributions,  and  Employer  Contribu- 
tions. 
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Affect  on  the  Statement  of  Assets 
and  Liabilities  Arising  from  Cash 
Transactions  (1978): 


Annuity  Savings  Reserve 
Pension  Accumulation  Reserve 
Investment  Income 
Employer  Contributions 

Total  Assets  (4  percent  of 
total  assets) 


$87,724 
36,438 


Understated 


$  33,975 


124, 162 
$158,137 


Statement  of  Changes  in 
Net  Assets  Affect: 

Accrued  Income 
■  FY  1976-77 
FY  19'77-78 


Understated 

$53,268 
$17,575 


3.    ACTUARIAL  LIABILITY 

a)  Method  of  Funding 

The  method  of  funding  employed  is  commonly  refer- 
red to  as  the  "entry  age  normal  cost  method."   This 
method  establishes  a  norm.al  cost  for  each  member  as 
well  as  an  unfunded  accrued  liability.   The  normal  cost 
is  the  level  percentage  of  annual  salary  required  to 
fund  the  benefits  assuming  this  percentage  had  been 
contributed  since  the  member's  entry  into  the  system 
and  would  continue  throughout  his  active  service  life- 
time. 

The  unfunded  accrued  liability  represents  the 
liability  for  accrued  benefits  which  have  not  been 
previously  funded.   In  order  to  maintain  the  systems  on 
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an  actuarially  sound  basis,  the  rates  of  contribution 
should  be  such  as  to  meet  the  normal  costs  in  addition 
to  amortizing  the  unfunded  accrued  liabilities  over  a 
reasonable  period  of  future  years.  The  amount  of 
$2,289,379  represents  the  unfunded  liability  as  deter- 
mined by  the  system's  actuary  as  of  June  30,  1978. 
b)   Analysis  of  Valuation 

In  valuing  the  aggregate  cost  of  the  total  system. 
It  was  determined  that  12.32  percent  of  salaries  is  the 
contribution  required  to  meet  liabilities  as  they 
accrue  each  year.   The  current  contribution  rate  of 
14.55  percent  allows  2.23  percent  of  salaries  to  be 
applied  to  the  amortization  of  the  unfunded  liability. 
As  determined  by  the  actuary,  this  amount  is  sufficient 
to  fund  the  liability  over  a  period  of  21.3  years. 

An  amortization  period  of  40  years  is  commonly 
recommended  as  a  maximum  period  over  which  to  fund 
unfunded  liabilities.   The  valuation  has  determined 
that  a  contribution  rate  of  13.71  percent  would  be 
sufficient  for  this  amortization.   The  current  rate  of 
14.55  percent  allows  a  reduced  amortization  period  of 
21.3  years.   This  favorable  situation  is  largely  attri- 
butable to  the  fact  that  a  significant  portion  of  the 
accrued  liability  is  funded  by  current  assets, 
c)  Change  in  Actuarial  Assumptions 

The  Sheriffs'  Retirement  System  is  evaluated  by  an 
independent  actuary  on  a  biennial  basis.   The  actu- 
aries' report  at  June  30,  1978  indicated  that  they  had 
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changed  some  of  the  assumptions  used  in  the  previous 
evaluation  to  determine  the  accrued  actuarial  liabil- 
ity. 

The  effect  of  these  changes  in  actuarial  assump- 
tions on  the  actuarial  liability  was  not  computed  by 
the  actuary;  therefore,  the  amount  reported  as  the 
decrease  in  accrued  actuarial  liability  is  only  an 
estimate  of  the  change  covering  the  two  fiscal  years 
1976-77  and  1977-78. 

4.  CONTRIBUTIONS 

On  the  actuarial  valuation  dates  of  June  30,  1977 
and  June  30,  1978,  as  further  explained  in  Note  3,  the 
law  governing  the  system  provided  for  member  contri- 
butions at  the  rate  of  7.00  percent  of  salaries  and  for 
employer  contributions  at  the  rate  of  7.55  percent. 

5.  ADJUSTMENTS 

Fiscal  year  1975  financial  statements  were  ad- 
justed to  present  them  on  the  accrual  basis  of  account- 
ing.  The  division  did  not  make  the  corresponding 
adjustments  to  the  financial  records  of  the  retirement 
system  and  chose  to  present  current  period  activity  on 
the  cash  basis . 
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Balance  at  July  1,  1976  -  Net  Assets 

As  previously  reported  $2,279,747 

Adjustments*  (87,702) 

As  restated  $2,192^045 


^Differences  in  accrual  basis  adjustments  stated  in 
the  Statement  of  Changes  in  Accrued  Actuarial  Liability 
and  Unfunded  Liability  and  as  stated  above,  are  due 
to  the  actuary's  use  of  approximate  figures. 

6.    BENEFIT  RATES 

See  Appendix  1 
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AUDITOR'S  REPORT  AND  FINANCIAL  STATEMENTS 

FOR  THE 

JUDGES'  RETIREMENT  SYSTEM 


STATE  OF  MONTANA 

ODfftcc  of  tl]c  ILi^islatiuc  ^ubttnr 


STATE  CAPITOL 

HELENA,  MONTANA  59601 

406/449-3122 


MORRIS  L   BRUSETTCPA 

LEGISLATIVE    AUDITOR 


ELLEN  FEAVER   CP  A 
DEPUTY    LEGISLATIVE    AUDITOR 

JOHN  W   NORTHEY 
STAFF  LEGAL  COUNSEL 


The  Legislative  Audit  Committee 
of  the  State  of  Montana: 

We  have  examined  the  Statement  of  Assets  and 
Liabilities  Arising  from  Cash  Transactions  of  the 
Montana  Judges'  Retirement  System  as  of  June  30,  1978 
and  the  related  Statements  of  Changes  in  Net  Assets 
Available  for  Benefits  and  Changes  in  Accrued  Actuarial 
Liability  and  Unfunded  Liability  for  the  two  years  then 
ended.   Our  examination  was  made  in  accordance  with 
generally  accepted  auditing  standards  and  accordingly 
included  such  tests  of  the  accounting  records  and  such 
other  auditing  procedures  as  we  considered  necessary  in 
the  circumstances.   We  did  not  examine  the  investments 
or  investment  income  of  the  fund  which  constitute  99 
percent  of  total  assets  and  37  and  29  percent  of  total 
additions  to  net  assets  for  fiscal  years  1976-77  and 
1977-78,  respectively.   These  investments  were  examined 
by  other  auditors  whose  report  thereon  has  been  fur- 
nished to  us,  and  our  opinion  expressed  herein,  insofar 
as  it  relates  to  the  amounts  included  for  investments 
and  investment  income,  is  based  solely  on  the  opinion 
of  other  auditors. 
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As  more  fully  described  in  Note  1  to  the  financial 
statements,  the  Public  Employees'  Retirement  Division 
(PERD)  prepares  its  financial  statements  on  the  basis 
of  cash  receipts   and  disbursements;   consequently, 
certain  revenue  and  the  related  assets  are  recognized 
when  received  rather  than  when  earned,  and  certain 
expenses  are  recognized  when  paid  rather  than  when  the 
obligation  is  incurred.   Generally  accepted  accounting 
principles  require  that  pension  funds  be  reported  on  a 
full  accrual  accounting  basis.   Accordingly,  the  accom- 
panying financial  statements  are  not  intended  to  pre- 
sent financial  position  and  results  of  operations  in 
conformity  with  generally  accepted  accounting  princi- 
ples. 

As  described  in  Note  3(c)  to  the  financial  state- 
ments, the  PERD  has  not  disclosed  the  effect  on  the 
financial  statements  of  changes  in  actuarial  assump- 
tions.  Generally  accepted  accounting  principles  re- 
quire such  disclosure  in  the  financial  statements. 

In  our  opinion,  based  upon  our  examination  and  the 
report  of  other  auditors,  except  for  the  effects  of  not 
disclosing  the  dollar  effect  of  changes  in  actuarial 
assumptions  as  discussed  in  the  preceding  paragraph, 
the  financial  statements  referred  to  above  present 
fairly  the  assets  and  liabilities  arising  from  cash 
transactions  of  the  Judges'  Retirement  System  at  June  30, 
1978,   and  the  contributions  and  investment  income 
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received,  the  benefit  payments,  and  expenses  and  trans- 
fers paid  and  the  changes  in  accrued  actuarial  liabil- 
ity and  unfunded  liability  for  the  two  years  then 
ended,  on  the  basis  of  accounting  described  in  Note  1, 
which  basis  has  been  consistently  applied. 

Respectfully  submitted, 

Morris  L.  Brusett,  CPA 
Legislative  Auditor 

June  15,  1979 
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MONTANA  JUDGES'  RETIREMENT  SYSTEM 
STATEMENT  OF  ASSETS  AND  LIABILITIES 
ARISING  FROM  CASH  TRANSACTIONS 
JUNE  30,  1978 


ASSETS 


Cash  in  Treasury 

Accounts  Receivable  -  Dishonored  Checks 

Investments  in  Mortgages  -  at  Cost 

(which  approximates  market) 
Investments  in  Securities  (Note  1)  -  at  Cost 

(Market  Value  -  $1,747,019) 

TOTAL  ASSETS  (Note  1,2) 


$    2,960 
6 

98,836 

1,945,443 

$2,047,245 


LIABILITIES  AND  RESERVES 
Liabilities 


Inter-Entity  Loans  Payable 
Unamortized  Deferred  Gains 
Total  Liabilities 


45,000 
65 


45,065 


Reserves 


Annuity  Savings  Reserve 
Annuity  Savings  Interest  Reserve 
Pension  Accumulation  Reserve 
Total  Reserves 

TOTAL  LIABILITIES  AND  RESERVES 


424,832 

168,302 

1,409,046 

2,002,180 

$2,047,245 
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MONTANA  JUDGES '  RETIREMENT  SYSTEM 
S-rATEMENT  OF  CHANGES"  IN  NET  ASSETS  AVATLABLE  FOR  BENEFITS 
FISCAL  YEARS  ENDED  JUNE  30.  1978  and  1977 


1978 


1977 


Additions  to  Net  Assets 
Retirement  Contributions  (Note  4) 
Member 
Employer 
Court  Fees 

Investment  Income 
Total  Additions  to  Net  Assets 

Reductions  in  Net  Assets 
Benefit  Payments  (Note  6) 
Administrative  Fee  Transfer 
Investment  Expense 
Total  Reductions  in  Net  Assets 

Increase  in  Net  Assets  Available 
for  Benefits 

Net  Assets  Available  for  Benefits 
Beginning  of  Fiscal  Year 

Net  Assets  Available  for  Benefits 
End  of  Fiscal  Year  (Note  7) 


$        57 

,158 

57 

,158 

221 

,069 

139, 

,151 

474, 

,536 

133, 

,119 

712 

133, 

,831 

340, 

,705 

1,661, 

,475 

$2,002, 

,180 

$   43,261 

43,260 

109,862 

115,283 
311.666 


94,515 

2,000 

527 

97.042 


214,624 


1,446,851  (Note  5) 


$1,661.475 
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MONTANA  JUDGES'  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  ACCRUED  ACTUARIAL  LIABILITY  AND 

UNTUNDED  LIABILITY 
TWO  FISCAL  YEARS  ENDED  JUNE  30,  1978 

1978 

Present  value  of  all  future 
benefits  for  contributing 
members,  former  contributing 
members  and  their  survivors 
at  July  1,  1976  $4,597,000 

Present  value  of  future  normal 
contributions  for  contributing 
members  at  July  1,  1976  (1,326,000) 

Accrued  actuarial  liability  at 
July  1,  1976,  as  determined  by 
an  actuarial  valuation  3,271,000 

Less:   Net  assets  available  for 
benefits  July  1,  1976 
(Note  5)  $1,446,851 

Adjustments  to  net  assets 
for  accrued  income  and 
contributions  receivable 
(Note  5)  33,149 

Total  net  assets  available 
for  benefits  at  July  1,  1976  (1,480,000) 

Unfunded  liability  at 
July  1,  1976  1,791,000 

Estimated  increase  in 
accrued  actuarial  liability 
for  the  two  fiscal  years 
ended  June  30,  1978  (Note  3)  1,670,701 

Unfunded  liability  at  June  30, 
1978  as  determined  by  an 
actuarial  valuation  (Note  3)  $3,461 ,701 
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MONTANA  JUDGES'  RETIREMENT  SYSTEM 

Notes  to  the  Financial  Statements 

Fiscal  Years  Ended  June  30,  1977  and  1978 


1.    SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

a)  Basis  of  Accounting 

The  preceding  financial  statements  were  prepared 
from  the  accounting  records  of  the  Public  Employees' 
Retirement  Division.   The  division  utilizes  the  cash 
basis  of  accounting.   This  basis  records  expenditures 
when  paid  and  revenue  when  received;  therefore,  these 
financial  statements  are  not  presented  on  a  full- 
accrual  accounting  basis  as  required  by  generally 
accepted  accounting  principles. 

b)  Investments  in  Securities 

Securities  on  the  Statement  of  Assets  and  Liabil- 
ities Arising  from  Cash  Transactions  are  stated  at  cost 
for  investments  in  federal  and  state  government  securi- 
ties and  corporate  securities,  increased  by  the  amount 
of  unamortized  premiums  ($1,093)  and  purchased  interest 
($1,255),  and  reduced  by  the  amount  of  unamortized  bond 
discounts  ($1,544). 
2.    ACCRUED  RECEIVABLES 

The  financial  statements  presented  do  not  include 
accrued  income  receivable  figures  for  Investment  In- 
come, Employee  Contributions,  and  Employer  Contribu- 
tions. 
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Affect  on  the  Statement  of  Assets 
and  Liabilities  Arising  from  Cash 
Transactions  (1978): 


Understated 


Annuity  Savings  Reserve  $  7,311 

Pension  Accumulation  Reserve 
Investment  Income  $35,361 

Employer  Contributions  7,311 

42,672 


Total  Assets  (2  percent  of 
total  assets)  $49,983 


Statement  of  Changes  in  Net 
Assets  Affect: 

Accrued  Income 
FY  1976-77  -  overstated  $  4,145 

FY  1977-78  -  understated  $20,510 


3.    ACTUARIAL  LIABILITY 

a)  Method  of  Funding 

The  method  of  funding  employed  is  commonly  refer- 
red to  as  the  "entry  age  normal  cost  method."   This 
method  establishes  a  normal  cost  for  each  member  as 
well  as  an  unfunded  accrued  liability.   The  normal  cost 
is  the  level  percentage  of  annual  salary  required  to 
fund  the  benefits  assuming  this  percentage  had  been 
contributed  since  the  member's  entry  into  the  system 
and  would  continue  throughout  his  active  service  life- 
time . 

The  unfunded  accrued  liability  represents  the 
liability  for  accrued  benefits  which  have  not  been 
previously  funded.   In  order  to  maintain  the  systems  on 
an  actuarially  sound  basis,  the  rates  of  contribution 
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should  be  such  as  to  meet  the  normal  costs  in  addition 
to  amortizing  the  unfunded  accrued  liabilities  over  a 
reasonable  period  of  future  years.   The  amount  of 
$3,461,701  represents  the  unfunded  liability  as  deter- 
mined by  the  system's  actuary  as  of  June  30,  1978. 

b)  Analysis  of  Valuation 

In  valuing  the  aggregate  cost  of  the  total  system, 
it  was  determined  that  28.18  percent  of  salaries  is  the 
contribution  required  to  meet  liabilities  as  they 
accrue  each  year.   As  determined  by  the  actuary,  regu- 
lar contributions  of  11.14  percent  would  be  required  to 
amortize  the  unfunded  past  service  liability  of 
$3,451,701  over  a  period  of  40  years. 

The  current  contribution  rate  of  approximately  33 
percent  allows  4.82  percent  of  salaries  and  court  fees 
to  be  applied  to  the  amortization  of  the  unfunded 
liability.   This  amount  is  insufficient  to  adequately 
fund  the  liability. 

c)  Change  in  Actuarial  Assumptions 

The  Montana  Judges'  Retirement  System  is  evaluated 
by  an  independent  actuary  on  a  biennial  basis.   The 
actuaries'  report  at  June  30,  1978  indicated  that  they 
had  changed  some  of  the  assumptions  used  in  the  previ- 
ous evaluation  to  determine  the  accrued  actuarial 
liability. 

The  effect  of  these  changes  in  actuarial  assump- 
tions on  the  actuarial  liability  was  not  computed  by 
the  actuary;  therefore,  the  amount  reported  as  the 
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increase  in  accrued  actuarial  liability  is  only  an 
estimate  of  the  change  covering  the  two  fiscal  years 
1976-77  and  1977-78. 

4.  CONTRIBUTIONS 

On  the  actuarial  valuation  dates  of  June  30,  1977 
and  June  30,  1978,  as  further  explained  in  Note  3,  the 
law  governing  the  system  provided  for  member  contribu- 
tions at  the  rate  of  6.00  percent  of  salaries.   Em- 
ployer contributions  were  provided  at  the  rate  of  6.00 
percent  of  salaries  plus  25  percent  of  fees  collected 
by  the  district  and  supreme  courts  at  the  valuation 
date  of  June  30,  1977.  At  the  valuation  date  of  June  30, 
1978,  employer  contributions  were  6  percent  of  the 
salary  of  each  member  plus  20  percent  of  salaries  paid 
to  district  judges  and  supreme  court  justices  limited 
to  and  paid  from  50  percent  of  District  Court  fees;  and 
25  percent  of  Supreme  Court  fees. 

5.  ADJUSTMENTS 

Fiscal  year  1976  financial  statements  were  ad- 
justed to  present  them  on  the  accrual  basis.   The 
division  did  not  make  the  corresponding  adjustments  to 
the  financial  records  of  the  retirement  system  and 
chose  to  present  current  period  activity  on  the  cash 
basis . 
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Balance  at  July  1,  1976  -  Net  Assets 

As  previously  reported  $1,480,153 
Adjustments*  (33,302) 

As  restated  $1,446,'85T 


*Differences  in  accrual  basis  adjustments  stated  in 
the  Statement  of  Changes  in  Accrued  Actuarial  Liability 
and  Unfunded  Liability  and  as  stated  above,  are  due  to 
the  actuary's  use  of  approximate  figures. 

6.  BENEFIT  RATES 
See  Appendix  1 

7.  NET  ASSETS 

"Net  assets  available  for  benefits"  is  equal  to 
total  assets  less  total  liabilities  as  reported  on  the 
Statement  of  Assets  and  Liabilities  Arising  from  Cash 
Transactions  or  the  balance  of  the  reserve  accounts  at 
fiscal  year-end  June  30,  1978. 


Total  Assets  $2,047,245 

Total  Liabilities  45,065 

Net  Assets  Available  for  Benefits         $2, 002 j 180 
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AUDITOR'S  REPORT  AND  FINANCIAL  STATEMENTS 

FOR  THE 

HIGHWAY  PATROLMEN'S  RETIREMENT  SYSTEM 


STATE  OF  MONTANA 

(Office  of  tl|c  ICi^isliitinc  iVubitnr 


STATE  CAPITOL 

HELENA.  MONTANA  59601 

406/449-3122 


MORRIS  L    BRUSETTCPA 

LEGISLATIVE    AUDITOR 


ELLEN  FEAVER.  CP  A 
DEPUTY    LEGISLATIVE    AUDITOR 

JOHN  W   NORTHEY 
STAFF  LEGAL  COUNSEL 


The  Legislative  Audit  Committee 
of  the  State  of  Montana: 

We  have  examined  the  Statement  of  Assets  and 
Liabilities  Arising  from  Cash  Transactions  of  the 
Montana  Highway  Patrolmen's  Retirement  System  as  of 
June  30,  1978  and  the  related  Statements  of  Changes  in 
Net  Assets  Available  for  Benefits  and  Changes  in  Ac- 
crued Actuarial  Liability  and  Unfunded  Liability  for 
the  two  years  then  ended.   Our  examination  was  made  in 
accordance  with  generally  accepted  auditing  standards 
and  accordingly  included  such  tests  of  the  accounting 
records  and  such  other  auditing  procedures  as  we  con- 
sidered necessary  in  the  circumstances.   We  did  not 
examine  the  investments  or  investment  income  of  the 
fund  which  constitute  99  percent  of  total  assets  and  34 
and  30  percent  of  total  additions  to  net  assets  for 
fiscal  years  1976-77  and  1977-78,  respectively.   These 
investments  were  examined  by  other  auditors  whose 
report  thereon  has  been  furnished  to  us,  and  our  opin- 
ion expressed  herein,  insofar  as  it  relates  to  the 
amounts  included  for  investments  and  investment  income, 
is  based  solely  on  the  opinion  of  other  auditors. 


139 


As  more  fully  described  in  Note  1  to  the  financial 
statements,  the  Public  Employees'  Retirement  Division 
(PERD)  prepares  its  financial  statements  on  the  basis 
of  cash  receipts  and  disbursements;   consequently, 
certain  revenue  and  the  related  assets  are  recognized 
when  received  rather  than  when  earned,  and  certain 
expenses  are  recognized  when  paid  rather  than  when  the 
obligation  is  incurred.   Generally  accepted  accounting 
principles  require  that  pension  funds  be  reported  on  a 
full  accrual  accounting  basis.   Accordingly,  the  accom- 
panying financial  statements  are  not  intended  to  present 
financial  position  and  results  of  operations  in  conform- 
ity with  generally  accepted  accounting  principles. 

As  described  in  Note  3(c)  to  the  financial  state- 
ments, the  PERD  has  not  disclosed  the  dollar  effect  on 
the  financial  statements  of  changes  in  actuarial  assump- 
tions.  Generally  accepted  accounting  principles  re- 
quire such  disclosure  in  the  financial  statements. 

In  our  opinion,  based  upon  our  examination  and  the 
report  of  other  auditors,  except  for  the  effects  of  not 
disclosing  the  dollar  effect  of  changes  in  actuarial 
assumptions  as  discussed  in  the  preceding  paragraph, 
the  financial  statements  referred  to  above  present 
fairly  the  assets  and  liabilities  arising  from  cash 
transactions  of  the  Montana  Highway  Patrolmen's  Retire- 
ment System  at  June  30,  1978,  and  the  contributions  and 
investment  income  received,  the  benefit  payments. 
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refunds,  and  expenses  paid  and  the  changes  in  accrued 
actuarial  liability  and  unfunded  liability  for  the  two 
years  then  ended,  on  the  basis  of  accounting  described 
in  Note  1,  which  basis  has  been  consistently  applied. 

Respectfully  submitted, 

Morris  L.  Brusett,  CPA 
Legislative  Auditor 

June  15,  1979 
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MONTANA  HIGHWAY  PATROLMEN'S  RETIREMENT  SYSTEM 
STATEMENT  OF  ASSETS  AND  LIABILITIES 
ARISING  FROM  CASH  TRANSACTIONS 
JUNE  30,  1978 


ASSETS 

Cash  in  Treasury  $       635 
Investments  in  Securities  -  at  Cost  (Market 

Value  $4,454,680)  (Note  1)  4,848,760 

Unamortized  Deferred  Gains  and  Losses  49 ,277 

TOTAL  ASSETS  (Note  1,2)  $  4,898,672 


LIABILITIES  AND  RESERVES 
Reserves 

Annuity  Savings  Reserve  $  1,350,086 

Annuity  Savings  Interest  Reserve  434,387 

Pension  Accumulation  Reserve  3,114,199 

TOTAL  LIABILITIES  AND  RESERVES  $  4,898,672 
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MONTANA  HIGHWAY  PATROLMEN'S  RET IREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  NET  ASSETS  AVAILABLE  FOR  BENEFITS 
FISCAL  YEARS  ENDED  JUNE  30,  1978  and  1977 


1978 


1977 


Additions  to  Net  Assets 
Retirement  Contributions  (Note  4) 
Member 
Employer 

Investment  Income 

Total  Additions  to  Net  Assets 

Reductions  in  Net  Assets 
Benefit  Payments  (Note  6) 
Refund  of  Member  Contributions 
Investment  Expense 

Total  Reductions  in  Net  Assets 

Increase  in  Net  Assets  Available 
for  Benefits 

Net  Assets  Available  for  Benefits 
Beginning  of  Fiscal  Year 

Net  Assets  Available  for  Benefits 
End  of  Fiscal  Year 


$   246,402 
553,242 

$   265,111 
314,477 

341,089 
1,140,733 

295,679 
875,267 

379,514 

7,965 

967 

332,079 

17,946 

5,294 

388,446 

355,319 

752,287 


4,146,385 


$4,898,672 


519,948 


3,626,437  (Note  5) 


$4.146,385 
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MONTANA  HIGHWAY  PATROLMEN'S  RETIREMENT  SYSTEM 
STATEMENTS  OF  CHANGES  I N  ACCRUED  ACTUARIAL  LIABILITY  AND 
UNFUNDED  LIABILITY 
TWO  FISCAL  YEARS  ENDED  JUNE  30,  1978 


1978 

Present  value  of  all  future 
benefits  for  contributing 
members,  former  contributing 
members  and  their  survivors 
at  July  1,  1976  $16,407,000 

Present  value  of  future  normal 
contributions  for  contributing 
members  at  July  1,  1976  (  5,644,000) 

Accrued  actuarial  liability  at 
July  1,  1976,  as  determined  by 
an  actuarial  valuation  10,763,000 

Less:   Net  assets  available  for 
benefits  July  1,  1976 
(Note  5)  $3,626,437 

Adjustments  to  net  assets 
for  accrued  income  and 
contributions  receivable 
(Note  5)  79,563 

Total  net  assets  available 
for  benefits  at  July  1,  1976  (  3,706,000) 

Unfunded  liability  at 
July  1,  1976  7,057,000 

Estimated  increase  in 
accrued  actuarial  liability 
for  the  two  fiscal  years 
ended  June  30,  1978  (Note  3)  1,087,931 

Unfunded  liability  at  June  30, 
1978  as  determined  by  an 
actuarial  valuation  (Note  3)  $  8,144,931 
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MONTANA  HIGHWAY  PATROLMEN'S  RETIREMENT  SYSTEM 

Notes  to  the  Financial  Statements 

Fiscal  Years  Ended  June  30,  1977  and  1978 

1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

a)  Basis  of  Accounting 

The  preceding  financial  statements  were  prepared 
from  the  accounting  records  of  the  Public  Employees' 
Retirement  Division.   The  division  utilizes  the  cash 
basis  of  accounting.   This  basis  records  expenditures 
when  paid  and  revenue  when  received;  therefore,  these 
financial  statements  are  not  presented  on  a  full- 
accrual  accounting  basis  as  required  by  generally 
accepted  accounting  principles. 

b)  Investments  in  Securities 

Securities  on  the  Statement  of  Assets  and  Liabili- 
ties Arising  from  Cash  Transactions  are  stated  at  cost 
for  investments  in  federal  and  state  government  securi- 
ties and  corporate  securities,  increased  by  the  amount 
of  unamortized  premiums  ($3,530)  and  purchased  interest 
($1,421),  and  reduced  by  the  amount  of  unamortized  bond 
discounts  ($70,871). 

2.  ACCRUED  RECEIVABLES 

The  financial  statements  presented  do  not  include 
accrued  income  receivable  figures  for  Investment  In- 
come, Employee  Contributions,  and  Employer  Contribu- 
tions . 
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Affect  on  the  Statement  of  Assets 
and  Liabilities  Arising  from  Cash 
Transactions  (1978): 


Annuity  Savings  Reserve 
Pension  Accumulation  Reserve 
Investment  Income 

Total  Assets  (1  percent  of 
total  assets ) 


Understated 
$  23,975 
108,559 

$132,534 


Statement  of  Changes  in  Net 
Assets  Affect: 

Accrued  Income 
FY  1976-77 
FY  1977-78 


Understated 

$  14,620 
$  40,315 


3.    ACTUARIAL  LIABILITY 

a)  Method  of  Funding 

The  method  of  funding  employed  is  commonly  refer- 
red to  as  the  "entry  age  normal  cost  method."   This 
method  establishes  a  normal  cost  for  each  member  as 
well  as  an  unfunded  accrued  liability.   The  normal  cost 
is  the  level  percentage  of  annual  salary  required  to 
fund  the  benefits  assuming  this  percentage  had  been 
contributed  since  the  member's  entry  into  the  system 
and  would  continue  throughout  his  active  service  life- 
time . 

The  unfunded  accrued  liability  represents  the 
liability  for  accrued  benefits  which  have  not  been 
previously  funded.   In  order  to  maintain  the  systems  on 
an  actuarially  sound  basis,  the  rates  of  contribution 
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should  be  such  as  to  meet  the  normal  costs  in  addition 
to  amortizing  the  unfunded  accrued  liabilities  over  a 
reasonable  period  of  future  years.   The  amount  of 
$8,144,931  represents  the  unfunded  liability  as  deter- 
mined by  the  system's  actuary  as  of  June  30,  1978. 

b)  Analysis  of  Valuation 

In  valuing  the  aggregate  cost  of  the  total  system, 
it  was  determined  that  17.51  percent  of  salaries  is  the 
contribution  required  to  meet  liabilities  as  they 
accrue  each  year.   As  determined  by  the  actuary,  regu- 
lar contributions  of  8.89  percent  would  be  required  to 
amortize  the  unfunded  past  service  liability  of 
$8,144,931  over  a  period  of  40  years. 

The  current  contribution  rate  of  22.50  percent 
allows  4.99  percent  of  salaries  to  be  applied  to  the 
amortization  of  the  unfunded  liability.   This  amount  is 
insufficient  to  adequately  fund  the  liability  and 
barely  sufficient  to  pay  the  interest  accruing  each 
year. 

c)  Change  in  Actuarial  Assumptions 

The  Montana  Highway  Patrolmen's  Retirement  System 
is  evaluated  by  an  independent  actuary  on  a  biennial 
basis.  The  actuaries'  report  at  June  30,  1978  indi- 
cated that  they  had  changed  some  of  the  assumptions 
used  in  the  previous  evaluation  to  determine  the  ac- 
crued actuarial  liability. 


147 


The  effect  of  these  changes  in  actuarial  assump- 
tions on  the  actuarial  liability  was  not  computed  by 
the  actuary;  therefore,  the  amount  reported  as  the 
increase  in  accrued  actuarial  liability  is  only  an 
estimate  of  the  change  covering  the  two  fiscal  years 
1976-77  and  1977-78. 

4.  CONTRIBUTIONS 

On  the  actuarial  valuation  dates  of  June  30,  1977 
and  June  30,  1978,  as  further  explained  in  Note  3,  the 
law  governing  the  system  provided  for  member  contribu- 
tions at  the  rate  of  5.5  percent  of  salaries  and  for 
employer  contributions  at  the  rate  of  16  percent. 

5.  ADJUSTMENTS 

Fiscal  year  1976  financial  statements  were  ad- 
justed to  present  them  on  the  accrual  basis  of  account- 
ing.  The  division  did  not  make  the  corresponding 
adjustments  to  the  financial  records  of  the  retirement 
system  and  chose  to  present  current  period  activity  on 
the  cash  basis. 
Balance  at  July  1,  1976  -  Net  Assets 

As  previously  reported  $3,704,804 

Adjustments*  (78,367) 

As  restated  $3,626,437 


*Differences  in  accrual  basis  adjustments  stated  in 
the  Statement  of  Changes  in  Accrued  Actuarial  Liability 
and  Unfunded  Liability  and  as  stated  above,  are  due  to 
the  actuary's  use  of  approximate  figures. 

6.    BENEFIT  RATES 

See  Appendix  1 


148 


AUDITOR'S  REPORT  AND  FINANCIAL  STATEMENT 
FOR  THE 
SOCIAL  SECURITY  PROGRAM 


MORRIS  L   BRUSETTCPA 

LEGISLATIVE    AUDITOR 


STATE  OF  MONTANA 

(Office  of  the  Xc^islatinc  Aubttor 


STATE  CAPITOL 

HELENA.  MONTANA  59601 

406/449-3122 


ELLEN  FEAVER   CP  A 
DEPUTY    LEGISLATIVE    AUDITOR 

JOHN  W   NORTHEY 
STAFF  LEGAL  COUNSEL 


The  Legislative  Audit  Committee 
of  the  State  of  Montana: 

We  have  examined  the  Statement  of  Changes  in 
Assets  and  Liabilities  Arising  from  Cash  Transactions 
of  the  Social  Security  Agency  Fund  for  the  two  fiscal 
years  ended  June  30,  1978.   Our  examination  was  made  in 
accordance  with  generally  accepted  auditing  standards 
and  accordingly,  included  such  tests  of  accounting 
records  and  such  other  accounting  procedures  as  we 
considered  necessary  in  the  circumstances. 

In  our  opinion,  the  financial  statement  referred 
to  above  presents  fairly  the  changes  in  assets  and 
liabilities  arising  from  the  cash  transactions  of  the 
Social  Security  Agency  Fund  for  the  two  fiscal  years 
ended  June  30,  1978,  on  the  basis  of  accounting  de- 
scribed in  Note  1,  which  basis  has  been  consistently 
applied. 

Respectfully  submitted. 


Morris  L.  Brusett,  CPA 
Legislative  Auditor 


June  15,  1979 
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SOCIAL  SECURITY  AGENCY  FUND 


STATEMENT  OF  CHANGES 

IN  ASSETS 

AND  LIABILITIES 

FISCAL  YEARS  ENDED  JIJNE  30, 

1977  AND  1978 

ASSETS 

LIABILITIES 

Due  to 

Cash  in 

Accounts 

Investments 

Federal 

Treasury 

Receivable 

(at  cost) 

Government 

Due  to  PERD 

Balance,  July  1,  1976 

5   1.896,980 

$-0- 

5  8,823,987 

$10,720,967 

$  -0- 

Additions 

198,392,668 

-0- 

48,942,951 

490,573 

Deductions 

199,574,990 

-0- 

49,497,630 

-0- 

Net  Increase  in  Investments 

-0- 

1,118,216 
9,942,203 

Balance,  June  30,  1977 

714,658 

10,166,288 

490,573 

Additions 

238,742,375 

710 

56,283,490 

607,523 

Deductions 

238,642,572 

-0- 

54,673,276 

490,573 

Net  Increase  in  Investments 

$710 

1,626,651 
$11,568,854 

Balance,  June  30,  1978 

S    814,461 

$11,766,502 

$607,523 

150 


SOCIAL  SECURITY  TRUST  FUND 
Notes  to  the  Financial  Statement 
Fiscal  Years  Ended  June  30,  1977  and  1978 


1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

a)  Basis  of  Accounting 

The  preceding  financial  statement  was  prepared 
from  the  accounting  records  of  the  Public  Employees' 
Retirement  Division.  The  division  utilizes  the  cash 
basis  of  accounting.  This  basis  records  expenditures 
when  paid  and  revenue  when  received. 

b)  Investments  in  Securities 

Securities  at  June  30,  1978  are  included  at  cost 
of  $11,568,854  (market  value  -  $11,489,176)  for  invest- 
ments in  federal  and  corporate  securities  decreased  by 
the  amount  of  unamortized  bond  discounts  ($2,422). 

2.  DUE  TO  FEDERAL  GOVERNMENT 

The  Social  Security  program  collects  payments  by 
public  employees  and  employers  and  records  them  as  Due 
to  Federal  Government.   These  social  security  contribu- 
tion receipts  are  payable  to  the  federal  government  45 
days  after  the  end  of  each  quarter. 

The  amount  reported  as  Balance,  June  30,  1978, 
includes  the  social  security  contribution  receipts  for 
the  quarter  ended  June  30,  1978.   These  collections  are 
due  the  federal  government  August  15,  1978. 
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AUDITOR'S  REPORT  AND  FINANCIAL  STATEMENT 

FOR  THE 
VOLUNTEER  FIREFIGHTERS'  COMPENSATION  FUND 


STATE  OF  MONTANA 

(iDfficc  of  tl]c  Xc^islatine  Aubitor 


STATE  CAPITOL 

HELENA,  MONTANA  59601 

406/449-3122 


MORRIS  L   BRUSETT,  C  P  A 

LEGISLATIVE    AUDITOR 


ELLEN  FEAVER,  C  P  A 

DEPUTY    LEGISLATIVE    AUDITOR 

JOHN  W   NORTHEY 
STAFF  LEGAL  COUNSEL 


The  Legislative  Audit  Committee 
of  the  State  of  Montana: 

We  have  examined  the  Schedule  of  Benefit  Payments 
of  the  Volunteer  Firefighters'  Compensation  Fund,  for 
the  two  fiscal  years  ended  June  30,  1978.   Our  examina- 
tion was  made  in  accordance  with  generally  accepted 
auditing  standards  and,  accordingly,  included  such 
tests  of  the  accounting  records  and  such  other  auditing 
procedures  as  we  considered  necessary  in  the  circum- 
stances . 

In  our  opinion,  the  Schedule  of  Benefit  Payments 
referred  to  above  presents  fairly  the  benefit  payments 
of  the  Volunteer  Firefighters'  Compensation  Fund  for 
the  two  fiscal  years  ended  June  30,  1978  on  a  consist- 
ent basis. 

Respectfully  submitted. 


Af/T'^*^^^ 


Morris  L.  Brusett,  CPA 
Legislative  Auditor 


June  15,  1979 
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VOLUNTEER  FIREFIGHTERS'  COMPENSATION  FUND 
SCHEDULE  OF  BENEFIT  PAYMENTS 
FISCAL  YEARS  ENDED  JUNE  30,  1977  AND  JUNE  30,  1978 


Total 

Year  Ended  June  30,  1977 
Benefit  Payments  $76, 148 

TOTAL  $76,148 


Year  Ended  June  30,  1978 
Benefit  Payments  $147,638 

TOTAL  $147,638 
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Appendix  1 
Benefit  Rates 


Benefits 


P.E.R.S 


POLICE 


GAME  WARDENS 


Retirement 
Age  Requirement 


Formula 


Disability 
Regular 


Formula 


60  with  5  years  service 
55  actuarially  reduced 
65  no  minimum  service 
Any  age  after  30  years 


1/60  X  yrs .  of  serv. 
X  FAS-V 


5  years  service 


25%  of  FAS  or  90%  of 
Annuity  which  would 
have  been  paid  at 
retirement 


No  age  requirement 
if  employed  prior 
to  7/1/75.   Min. 
retire,  age  55,  if 
employed  after  7/1/75, 

Mandatory  retirement 

age  65. 

2^5%  of  sal.  for  ea . 

of  1st  20  yrs.  serv. 
1%  of  sal.  for  ea . 

add'l  yr.   Max. 

benefit  60%  of 

final  sal. 


1/2  FAS  either  duty 
or  non-duty 


25  years  and  55  years 
of  age,  20  years  at 
55,  actuarially  re- 
duced benefit 


2%  per  year,  25 
years  service. 
Retirement  at  55, 
mandatory  at  60 
years  of  age. 


Non-duty  actuarial 
equivalent 

Duty-related  after 
10  years  of 
service  1/2  pay 


Death 


Refund  at 
Termination 


Member  contributions 
and  interest  plus  1  mo. 
salary  for  each  year  of 
service  up  to  6  years  or 
if  member  has  5  yrs.  or 
more  of  service,  bene- 
ficiary may  elect  the 
annuity  based  on  the 
actuarial  equivalent 


Contributions  plus 
interest 


Spouse  receives  1/2 
FAS  until  death  or 
remarriage  or  child- 
ren until  18  years 


Contributions"' 


Non-duty  death  actu- 
arial equivalent 

Duty-related  -  1/2  FAS 
less  amount  paid  by 
workers'  comp. 


Contributions"'^" 


FAS  =  Average  highest  36  months 

Interest  received  if  member  has  more  than  10  years  service 
"""   Supplement  to  prior  pension  paid  by  state 
""""  Salary  of  title  position  retired  from 
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SHERIFFS 


JUDGES 


HIGHWAY  PATROL 


2%  -  25  years  serv.  age 
55.  20  yrs.  serv.,  actu- 
uarially  reduced  benefit 

1/2  pay,  25  years  serv. 

Compulsory  retire.  65 
years  age. 


65  and  5  years  service 
5  years  service,  actu- 
arially reduced  bene- 
fit 


25  years  -  1/2  pay 
20  years  -  1/A  pay 
10-20  years  -  Actu- 
arially reduced 


Actuarial  equivalent  non- 
duty 
Duty-related,  1/2  FAS 


3-1/3%  for  15  yrs.----^--^v-.v 
1%  for  each  year  there- 
after 


Actuarial  equivalent  non- 
duty 
Duty-related,  1/2  FAS 


Actuarial  equivalent  non-   Actuarial  equivalent 

duty.  non-duty 

Duty-related,  1/2  FAS 

1/2  paid  if  duty-related 


Actuarial  equivalent,  non- 
duty 
Duty-related  1/2  FAS 


Lump  sum.   Actuarial 
equivalent  of  2%  for 
each  year  of  serv.  up 
to  25  yrs.   Duty- 
related,  1/2  FAS  less 
amt .  paid  under  workers' 
comp .   Max.  15  years  or 
until  member  would  have 
reached  age  65 


Non-duty,  actuarial 
equivalent.   Duty- 
related  annuity  to 
equal  retirement 
benefit 


Non-duty  death,  actu- 

uarial  equivalent. 
Duty,  1/2  FAS  less  amt. 

paid  under  workers'  comp. 


Contributions  and 
interest 


Contributions'*^'' 


Contributions*" 
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AUDITOR'S  REPORT  AND  FINANCIAL  STATEMENTS 

FOR  THE 

TEACHERS'  RETIREMENT  SYSTEM 


STATE  OF  MONTANA 


ODffice  of  i[\e  ^c^islatitie  Aubitor 


STATE  CAPITOL 

HELENA.  MONTANA  59601 

406/449-3122 


MORRIS  L   BRUSETT  CPA 

LEGISLATIVE    AUDITOR 


ELLEN  FEAVER.  CPA 

DEPUTY    LEGISLATIVE    AUDITOR 

JOHN  W   NORTHEY 
STAFF  LEGAL  COUNSEL 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  Statement  of  Assets  and 
Liabilities  Arising  from  Cash  Transactions  of  the 
Teachers'  Retirement  System  as  of  June  30,  1978  and  the 
related  Statements  of  Changes  in  Retirement  Reserves 
and  Fund  Balance  for  the  two  years  then  ended.   Our 
examination  was  made  in  accordance  with  generally 
accepted  auditing  standards  and  accordingly  included 
such  tests  of  the  accounting  records  and  such  other 
auditing  procedures  as  we  considered  necessary  in  the 
circumstances.   We  did  not  examine  the  investments  or 
investment  income  of  the  fund,  which  constitute  99 
percent  of  total  assets  and  29  and  31  percent  of  addi- 
tions to  reserve  balances  excluding  reserve  transfers 
for  fiscal  years  1976-77  and  1977-78,  respectively. 
These  investments  were  examined  by  other  auditors  whose 
report  thereon  has  been  furnished  to  us,  and  our  opin- 
ion expressed  herein,  insofar  as  it  relates  to  the 
amounts  included  for  investments  and  investment  income, 
is  based  solely  on  the  opinion  of  the  other  auditors. 
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As  described  in  Note  1,  the  Teachers'  Retirement 
Division  prepares  its  financial  statements  on  the  basis 
of  cash  receipts  and  disbursements;   consequently, 
certain  revenue  and  the  related  assets  are  recognized 
when  received  rather  than  when  earned,  and  certain 
expenses  are  recognized  when  paid  rather  than  when  the 
obligation  is  incurred.   Accordingly,  the  accompanying 
financial  statements  are  not  intended  to  present  finan- 
cial position  and  results  of  operations  in  conformity 
with  generally  accepted  accounting  principles. 

As  discussed  on  page  54  of  the  accompanying  re- 
port, the  Teachers'  Retirement  Division  did  not  proper- 
ly allocate  investment  earnings,  employee  contribu- 
tions, employer  contributions,  pension  benefits,  and 
withdrawals  to  the  Pension  Accumulation  Reserve,  Annu- 
ity Savings  Reserve,  and  the  Annuity  Reserve.   At 
June  30,  1978,  there  was  a  balance  of  $98,767,837  that 
should  have  been  allocated  to  these  three  reserve 
accounts.   The  Teachers'  Retirement  Division  used  a 
clearing  account  for  employee  and  employer  contribu- 
tions.  The  use  of  a  clearing  account  precluded  the  use 
of  revenue  or  income  identification  codes.   Therefore, 
the  Statement  of  Changes  in  Retirement  Reserves  does 
not  properly  reflect  in  the  appropriate  reserve  ac- 
counts the  collection  of  $23,994,882  of  contributions 
for  fiscal  year  1976-77  and  $26,256,017  of  contribu- 
tions for  fiscal  year  1977-78. 
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As  described  in  Note  4  to  the  financial  state- 
ments, the  TRD  has  not  disclosed  the  dollar  effect  on 
the  financial  statements  of  changes  in  actuarial  assump- 
tions.  Generally  accepted  accounting  principles  re- 
quire such  disclosure  in  the  financial  statements. 

In  view  of  the  materiality  of  the  amounts  de- 
scribed in  the  three  preceding  paragraphs,  in  our  opin- 
ion the  aforementioned  financial  statements  do  not 
present  fairly  the  assets  and  liabilities  arising  from 
cash  transactions  of  the  Teachers'  Retirement  Division 
at  June  30,  1978  or  the  changes  in  fund  balances  or 
retirement  reserves  for  the  two  years  then  ended  in 
conformity  with  the  basis  of  accounting  described  in 
Note  1. 

Respectfully  submitted, 

Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 

May  4,  1979 
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ASSETS 


TEACHERS'  RETIREMENT  SYSTEM 
STATEMENT  OF  ASSETS  AND  LIABILITIES 
ARISING  FROM  CASH  TRANSACTIONS 
JUNE  30,  1978 


Cash  in  Treasury 
Investments  (Note  lb) 
Corporate  Bonds  (Market  Value  - 

$91,696,906) 
Money  Market  Instruments  (Market 

Value  -  $1,994,489) 
Government  Bonds  (Market  Value  - 

$6,983,115) 
Municipal  Bonds  (Market 

Value  -  $1,587,218) 
Common  Stock  (Market 

Value  -  $14,082,412) 
Montana  Mortgages  (Market 

Value  -  $26,493,184) 
Buildings  and  Land 
Interest  Purchased 

Deferred  Losses  on 
Investments 

TOTAL  ASSETS 


$   1,692,897 


$102,677,732 

1,994,489 

7,523,632 

1,587,218 

12,492,262 

26,493,117 

162,161 

14,880 


$152,945,491 

316,631 
$154,955,019 


LIABILITIES,  RESERVES,  AND 
FUND  BALANCE 


Accounts  Payable 
Property  Held  in  Trust  (Note  2) 
Accumulated  Mortgage  Discounts 
Unfunded  Actuarial  Deficiency 

(Note  4) 
Deferred  Gains  on  Investments 
Annuity  Savings  Reserve 
Pension  Accumulation  Reserve 
Annuity  Reserve 
Unallocated  Reserve  (Note  3) 
Fund  Balance  (Note  4) 

TOTAL  LIABILITIES,  RESERVES,  AND 
FUND  BALANCE 


$      3,790 

61,153 

216,964 

320,710,602 
188,685 
19,649,097 
20,989,774 
15,082,719 
98,762,837 
(320,710,602) 


$154,955,019 
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TEACHERS'  RETIREMENT  SYSTEM 

STATEMENT  OF  CHANGES  IN  RETIREMENT  RESERVES 

FISCAL  YEAR  ENDED  JUNE  30,  1977 

Annuity     Pension 

Savings   Accumulation     Annuity 

Reserve     Reserve        Reserve 


Unallocated 
Reserve 


BALANCE  AT  JULY  1,  1976 

As  Previously 

Reported 
Adjustment  (Note  5) 
As  Restated 

ADDITIONS: 

Allocation  of  6/30/77 
Balance  in  the  Un- 
cleared Collections 
Account 

Investment  Earnings 

Prior  Year 
Revenue 
Adjustments 

Prior  Year  Expendi- 
ture Adjustments 

Balance  and 
Additions 

DEDUCTIONS: 

Investment  Expense 
(Note  7) 

Benefit  Payments 

Transfers  to  the 
Operating  Fund 

Return  of  Overpay- 
ments to  Employers 

Withdrawals  from  the 
Retirement  Fund 

Transfer  to  Public  Em- 
ployees' Retirement 
Fund 

Write-off  of  Uncollect- 
ible Accounts  Receiv- 
able 
Total  Deductions 

RESERVE  BALANCES 
JUNE  30,  1977 


$  72,204,951   $38,700,449   $11,916,613 
(63,014,887)  (28,924,259)   (11,916,613) 
9,190,064    9,776,190         -0- 


-0- 
99,470,806 
99,470,806 


10,487,987    11,654,196 


19,678,051   21,430,386 


-0- 


187,555 
6,540 


9,086,850 

19,316 

2,095 

108,579,067 


11,997 
13,373,182 

30,000 


16,289 


12,344 


457 


29,090 


194,095 


-0- 


$19.648,961  $21.236,291 


-0- 


13,415.179 
$95,163,888 
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TEACHERS'  RETIREMENT  SYSTEM 

STATEMENT  OF  CHANGES  IN  RETIREMENT  RESERVES 

FISCAL  YEAR  ENDED  JUNE  30,  1978 


RESERVE  BALANCE 
JULY  1,  1977 

ADDITIONS: 

Investment 
Earnings 

Employee  Retire- 
ment Contri- 
butions 

Employer  Retire- 
ment Contri- 
butions 

Prior  Year  Rev- 
enue Adjustments 

Prior  Year  Expend- 
iture Adjustments 

Prior  Year  Mort- 
gage Adjustment 

Adjustment  of 
Investments 

Balance  in  Un- 
cleared Collec- 
tions Closed  to 
the  Unallocated 
Reserve 

Cancellation  of 
Stale  Dated 
Warrants 

Transfer  to  Estab- 
lish Annuity 
Reserve 
Balance  and 

Additions 

DEDUCTIONS: 

Investment  Expense 
(Note  7) 

Benefit  Payments 

Transfer  to  Estab- 
lish Annuity 
Reserve 

Transfers  to  the 
Operating  Fund 

Return  of  Tax 
Annuity 

Prior  Year  Income 
Adjustments 
Total  Deductions 

RESERVE  BALANCES 
JUNE  30,  1978 


Annuity 
Savings 
Reserve 


Pension 
Accumulation 
Reserve 


$19,648,961    $21,236,291 


Annuity 
Reserve 

-0- 


Unallocated 
Reserve 

$95,163,888 


10,746,656 

1,972,063 

1,733,214 

23,729 

5,420 

107 

2 


20,458,726 


136 


19,649,097 


21,236,291 


$15,082,719 
15,082,719 


130,103,805 


11,122 
16,244,349 


15,082,719 


243,527 
2,990 

2,778 

-0- 

246,517 
$20,989,774 

-0- 

31,340,968 

$19,649,097 

$15,082,719 

$98,762,837 
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TEACHERS'  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  FUND  BALANCE 
FISCAL  YEAR  ENDED  JUNE  30,  1977 


FUND  BALANCE  AT  JULY  1,  1976 

As  Previously  Reported  $  122,822,013 

Adjustment  (Note  6)  (  342,167,062) 

As  Restated  ($219,345,049) 
No  Changes  -0- 

FUND  BALANCE  JUNE  30,  1977  ($219.345,049) 


TEACHERS'  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  FUND  BALANCE 
FISCAL  YEAR  ENDED  JUNE  30,  1978 


Fund  Balance  July  1,  1977  ($219,345,049) 

Increase  in  Actuarial  Deficiency  (Note  4)       (  101,365,553) 
Fund  Balance  June  30,  1978  ($320,710,602) 
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TEACHERS'  RETIREMENT  SYSTEM 

Notes  to  the  Financial  Statements 

Fiscal  Years  Ended  June  30,  1977  and  1978 

1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

a.  Basis  of  Accounting 

Teachers '  Retirement  System  maintains  its  accounts 
on  the  cash  basis  of  accounting.   Cash  basis  is  defined 
as  that  method  of  accounting  in  which  expenditures  are 
recorded  when  paid  and  revenues  are  recorded  when 
received  in  cash. 

b.  Investments 

Investments  are  stated  at  cost  adjusted  for  un- 
amortized bond  premiums  of  $152,328  and  unamortized 
bond  discounts  of  $1,697,446. 

2.  MISCODING  OF  TRANSACTIONS 

The  $61,153  stated  as  Accounts  for  Property  Held 
in  Trust  is  the  result  of  a  miscoding  of  accounting 
documents.   This  amount  should  have  been  credited  to 
the  Pension  Accumulation  Reserve. 

3.  UNALLOCATED  RESERVE 

As  explained  on  page  64,  the  June  30,  1978  balance 
of  $98,762,837  in  the  unallocated  reserve  is  the  result 
of  Teachers'  Retirement  System's  use  of  the  uncleared 
collection  account.   This  balance  should  have  been 
distributed  to  the  Annuity  Savings  Reserve,  Pension 
Accumulation  Reserve  and  the  Annuity  Reserve. 
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4.    UNFUNDED  ACTUARIAL  DEFICIENCY 

The  $320,710,602  stated  as  an  unfunded  actuarial 
deficiency  and  as  a  deficit  in  fund  balance  on  the 
Statement  of  Assets  and  Liabilities  Arising  from  Cash 
Transactions  was  determined  by  the  division's  actuary 
as  of  June  30,  1977.   At  this  time  the  actuary  con- 
cluded the  retirement  system  was  funded  on  an  actuar- 
ially sound  basis.   This  means  that  the  present  em- 
ployee/ employer  contribution  rate  is  sufficient  to 
fund  the  actuarial  deficiency. 

The  unfunded  actuarial  deficiency  of  $320,710,602 
reported  in  the  June  30,  1977  actuary's  report  compares 
to  an  unfunded  actuarial  deficiency  of  $219,345,049 
reported  on  the  June  30,  1975  actuary's  report. 

The  actuary  attributed  most  of  the  increase  in  the 

unfunded  actuarial  deficiency  to  the  following: 

The  most  substantial  increase  resulted  from  a 
change  in  the  actuarial  assumptions.   The  assumed 
rate  of  termination  of  teachers  was  reduced  in 
light  of  recent  experience.   Decreasing  the  assump- 
tion of  the  number  of  teachers  quitting  in  the 
future  resulted  in  an  increase  in  liability  for 
teachers  under  the  system.   The  actuary  was  not 
required  to  compute  the  June  30,  1975  unfunded 
liability  using  June  30,  1977  assumptions.   This 
is  required  by  generally  accepted  accounting 
principles,  and  would  have  allowed  better  compar- 
ability between  the  data  presented. 

A  study  of  retirement  ages  resulted  in  a  decrease 
in  the  assumed  age  at  which  teachers  will  retire. 
Because  of  the  shorter  funding  period  and  the 
longer  period  over  which  benefits  were  assumed  to 
be  paid  out  after  retirement,  the  liability  of  the 
system  was  increased,  resulting  in  an  increased 
unfunded  liability. 
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The  total  payroll  of  the  system  was  increased  30 
percent  of  which  21  percent  was  due  to  salary 
increases.   The  remaining  difference  was  an  in- 
crease in  membership.   This  increase  was  a  major 
factor  in  increasing  the  unfunded  liability. 

Legislation  resulted  in  benefit  increases  to 
retired  members  on  July  1,  1977.   The  cost  of 
these  benefit  improvements  directly  increased  the 
unfunded  liability. 

The  actuary  estimated  that  the  unfunded  actuarial 
deficiency   has   increased   from   $320,710,602   to 
$335,399,000  at  June  30,  1978.   The  actuary  attributed 
most  of  the  increase  to  inflation  of  member  salaries 
and  to  fewer  members  withdrawing  from  the  retirement 
system. 

The  next  actuarial  evaluation  is  scheduled  for 
June  30,  1979. 

5.  ADJUSTMENTS  -  JUNE  30,  1976  RESERVE  BALANCES 
Previous  financial  statements  for  the  Annuity 

Savings  Reserve,   Pension  Accumulation  Reserve  and 
Annuity  Reserve  were  prepared  from  manually  maintained 
records  and  the  Statewide  Budgeting  and  Accounting 
System.   Manual  records  did  not  exist  during  the 
current   financial   statement   periods.    Beginning 
balances  were,  therefore,  adjusted  to  agree  with  avail- 
able records. 

6.  ADJUSTMENT  -  June  30,  1976  FUND  BALANCE 

The  July  1,  1976  Fund  Balance  of  $122,822,013 
previously  reported  is  the  combined  balances  of  the 
Annuity  Savings  Reserve,  Pension  Accumulation  Reserve, 
and  Annuity  Reserve. 
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7.  INVESTMENT  EXPENSES 

The  investment  expenses  of  $11,997  and  $11,122  for 
fiscal  years  ended  June  30,  1977  and  1978  related  to 
the  Teachers'  Retirement  System  investment  in  buildings 
and  land. 

8.  CONTRIBUTION  RATES 

For  fiscal  year  1976-77,  the  employee  and  employer 
contribution  percentages  of  salaries  were  6.125  and 
6.250,  respectively.   The  fiscal  year  1977-78  contribu- 
tion percentages  increased  to  6.187  for  employees  and 
6.312  for  employers. 

9.  ACCRUED  RECEIVABLES 

The  financial  statements  presented  do  not  include 
accrued  income  receivable  figures  for  investment  income, 
employee  contributions,  and  employer  contributions. 


Affect  on  the  Statement  of  Assets 
and  Liabilities  Arising  from  Cash 
Transactions  (1978): 


Understated 


Interest  Receivable  $2,558,941 

Contributions  2, 294, 381 

$4,853,322 


Affect  on  the  Statement  of 
Changes  in  Retirement  Reserves: 

Investment  Income 
FY  1976-77   Overstated  $57,402 

FY  1977-78   Understated  $80,067 
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COOPERS      &      LYBRAND 


July    5,     197  9 


A    MEMBER    FIRM    OF" 
COOPERS   a.  LYBRAND    (INTERNATIONAL) 


Mr.  Morris  L.  Brusett 
Legislative  Auditor 
State  of  Montana 
State  Capitol 
Helena,  Montana  59601 

Dear  Mr.  Brusett: 


RECEIVBD 

JUL  9    1979 

MONTANA  LEGISUTIVE  AUDITOR 


One  Bush  Street 

SCO    94I04 
5  -1200 


Re:   Review  of  The  Teachers'  Retirement  System,  State  of 
Montana,  Actuarial  Valuation  as  of  July  1,  1977 

This  letter  is  in  response  to  your  request  that  we  review  for 
reasonableness  the  assumptions  used  in  the  July  1,  1977  Actuarial 
Valuation  prepared  for  The  Teachers'  Retirement  System  of  the  State  of 
Montana  by  the  actuarial  consulting  firm  of  Hendrickson  &  Bird,  Inc.   In 
addition,  we  agreed  to  provide  you  with  such  comments  resulting  from  our 
review  as  we  believed  would  be  helpful  and  constructive  to  your  audit  and 
to  the  operation  of  the  System.   In  conducting  this  review,  we  did  not 
verify  membership  census  information  in  detail  nor  did  we  make  independent 
calculations  of  Plan  related  liabilities. 

Based  on  our  review  of  the  July  1,  1977  Actuarial  Valuation  by 
Mr.  Alton  P.  Hendrickson,  Associate  of  the  Society  of  Actuaries,  copies 
of  similar  Plan  Actuarial  Valuations  prepared  as  of  July  1,  1975  and 
July  1,  197  3,  a  sample  of  the  June  30,  1977  employee  census  extrated 
from  the  State's  personnel  master  file  and  a  copy  of  the  terms  of  The 
Teachers'  Retirement  System  of  the  State  of  Montana,  we  believe  that  the 
Actuarial  Assumptions  employed  to  determine  the  1977/1978  Normal  Cost 
Contribution  Rate  for  The  Teachers'  Retirement  System  are,  in  the  aggregate, 
reasonably  related  to  historical  Plan  experience  and  are  within  an  acceptabl 
range  when  compared  to  valuation  assumptions  used  for  similar  plans. 

i 

Our  comments,  prepared  in  connection  with  our  review  of  the       j 
biannual  July  1,  1977  Actuarial  Valuation  report,  are  as  follows:  i 

We  believe  it  would  be  helpful  to  both  the  Retirement  Board  and   | 
the  Legislative  Auditor  to  expand  the  biannual  Actuarial  Valuation! 
report  to  include  a  section  that  identifies  and  describes  the 
elements  of  gain  and  loss  occurring  since  the  preceding  valuation 
By  way  of  explanation,  the  actual  experience  of  a  Plan  will,  other| 
than  by  coincidence,  vary  from  the  Plan  experience  anticipated  by  j 
the  actuary  in  accordance  with  the  actuarial  assumptions  he 
employed.   A  section  of  the  actuarial  valuation  report  identifying 

i 
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and  describing  both  current  and  historical  gains  (losses) 
realized  by  the  Plan  would  assist  the  reader  to  select  those 
assumptions  that  may  be  substantially  at  variance  with  actual 
Plan  experience  and  consequently  in  need  of  revision. 

The  July  1,  1977  Actuarial  Valuation  report  indicates  that  the 
present  value  of  benefits  for  retired  and  otherwise  inactive 
members  is  approximately  equal  to  Plan  assets  (i.e.,  $143  million 
in  assets  vs.  $142.7  million  in  inactive  member  liabilities). 
This  would  indicate  that  vested  benefits  for  all  active  members 
(approximately  $89  million)  are  unfunded.   Also,  the  report 
further  indicates  that  all  unfunded  liabilities  are  presently 
being  amortized  over  a  period  well  in  excess  of  the  average 
remaining  working  span  of  present  Plan  members,  approximately 
44  years. 

Because  Plan  funding  to  date  has  resulted  in  essentially  the 
same  level  of  assets  as  would  have  been  the  case  if  a  terminal 
funding  method  (an  unacceptable  actuarial  cost  method  for 
accounting  purposes  under  Opinion  Number  8  of  the  Accounting 
Principles  Board)  had  been  used,  we  believe  it  would  also  be 
helpful  to  request  that  the  biannual  report  contain  a  dynamic 
cash  flow  projection  (on  an  "open  group"  basis  recognizing 
future  new  entrants  into  the  System)  that  both  projects  the 
emerging  fund  balance  for  the  next  (say)  15  years  and  develops 
an  annual  funding  ratio  for  each  of  those  future  years.   This 
addition  to  the  report  would  allow  the  reader  to  reasonably 
confirm  whether  the  present  and  projected  System/employee 
contribution  rates  will  adequately  fund  future  expected  payments 
that  will  be  required  from  the  Fund. 


We  will  be  glad  to  respond  to  any  questions  you  may  have  in 
connection  with  our  findings  on  the  reasonableness  of  Plan  assumptions 
or  on  the  report  content  recommendations  described  above. 


Very  truly  yours, 
COOPERS  &,/ii,YBRAND 


By 


JBP:ah 


^ 


fiber   of    the   A 
if  Actuaries 
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DEPARTMENT  OF  ADMINISTRATION 
PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION 
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September  10,  1979 


Mr.  Morris  L.  Brusett 
Legislative  Auditor 
State  Capitol  Building 
Helena,  MT.      59601 

Dear  Mr.  Brusett: 


RECEIVED 

Oiir'l  1  l9/ti 
MONTANA  LEGISLATIVE  AUDITOR 


Enclosed  is  my  written  response  to  the  recarmendations  contained 
in  the  Audit  Report  for  the  Public  Enployees'  Retirement  Division  for 
the  period  ending  June  30,  1978. 

I  believe  the  audit  staff  should  be  catinended  for  the  thoroughness 
of  their  audit  although  we  do  not  agree  in  total  with  all  the  reccmrenda- 
tions,  these  disagreements  are  more  involved  in  the  philosophy  of  approach- 
ing the  particular  prc±)lems,  rather  than  the  resolving  of  the  prdDlems. 
We  are  in  basic  agreement  as  to  the  prc±.lems  that  should  be  resolved. 

Thank  you  for  the  opportunity  to  respond  to  this  report  and  if 
you  wish  to  discuss  any  information  presented,  please  contact  me  at 
your  convenience. 

SinjDJferely, 

^ ^^''^Lawrence  P.  Nachtshei 

Public  Employees '  Ret 


LPN/j 
End. 
Copies : 


Administrator 
irement  Division 


Members  of  the  Public  Enployees'  Retiroient  Board 
Mr.  Dave  Lewis,  Director 
Department  of  Administration 
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Department  of  Administration,  Public  Errployees'  Retiretent  Division 
Sunmary  of  Recanmendations  By  Administrator 

PEcaynyENDATiON  #i 

We  recatimend  that  the  Central  Payroll  Division  of  the  State 
Auditor's  Office  transfer  retirement  fund  contributions  biweekly 
to  the  Public  Enployees'  Retirement  Division 

We  agree  and  will  support  any  legislation  initiated  by  the  Auditor  to 

facilitate  this  reconmendation. 

RECOMMENDATION  #2 

We  recdmend  that  the  Office  of  the  Court  Administrator  provide 

the  necessary  information  on  judges'  salaries  on  a  current  basis 

to  enable  the  division  to  monitor  court  fee  collections. 
Procedures  have  already  been  irtplemented  to  correct  the  control  deficiency 
that  occurred  in  1977-1978.  This  prc±)lem  did  not  occur  at  the  end  of 
fiscal  year  1978-1979.  We  agree. 

RECQMMENDATIOSI  #3 

We  recoimend  that  the  division  deposit  cash  receipts  on  a  timely 

basis. 
July  1,  1978,  a  data  processing  system  in  Social  Security  was  changed 
expanding  the  nurrber  of  reporting  agencies  that  could  be  included  in  a 
single  deposit,  from  25  to  50.  For  the  period  Octdoer  1,  1978,  thru 
Deceirber  15,  1978,  this  system  cited  in  the  audit  report  was  tried. 
The  shortcordngs  of  the  system  were  apparent  and  procedures  were 
changed  to  a  daily  depositing  process.  We  agree. 

RECOMMENDATIOSI  #4 

We  reccmmend  that  the  division: 

A.  Work  to  reduce  refijnd  delays. 

B.  Irrplement  procedures  to  reduce  the  tine  elapsed  before  a 
retiree  receives  his  initial  benefit  payment. 
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The  purpose  of  the  P.E.R.S.,  as  directed  by  the  Legislature,  is  found 

in  Section  19-3-102  M.C.A. 

"Purpose.  The  purpose  of  this  chapter  is  to  effect  econcmy 
and  efficiency  in  the  public  service  by  providing  a  means 
v^ereby  enployees  v^o  become  superannuated  or  otherwise 
incapacitated  may,  without  hardship  or  prejudice,  be 
replaced  by  more  capable  enployees  and,  to  that  end, 
providing  a  retirement  system  consisting  of  retirantent 
corpensation  and  death  benefits." 

It  is  our  understanding  that  this  section  creates  the  priority 
for  retirement  and  death  benefit  payments.  The  second  priority  then 
becaxes  the  necessity  for  providing  the  required  funding  for  these 
payments.  The  discussion  preceding  this  recommendation  directs  itself 
primarily  to  the  pr(±)lems  of  refunding  terminating  enployees'  contri- 
butions. In  the  past  three  years  we  have  reduced  the  refunding  period 
fron  90  days  after  report  of  termination  to  sonething  less  than  30  days 
after  report  of  termination.  We  have  successfully  proposed  legislation 
to  require  timely  monthly  reporting  in  order  that  we  may  better  serve 
all  members  of  the  retirement  systems.  We  are  presently  working  to 
increase  the  flow  of  information  to  our  members  through  informational 
brochures  and  seminars. 

We  agree  in  substance  with  this  recanmendation  but,  in  the  absence 
of  a  policy  change  on  behalf  of  the  Legislature,  we  will  continue  to 
direct  our  primary  resources  to  those  members  receiving  retirement  and 
death  benefits  with  the  refund  processing  having  a  lesser  priority. 

It  is  our  overall  goal  to  imnrove  services  in  all  areas  and  we 
will  continue  to  strive  for  these  goals  on  a  cost-efficient  basis  subject 
to  budgetary  limitations. 

RECOMMEM)ATIC»J  #5 

We  recommend  that  the  division: 

A.  Provide  annual  statements  to  all  active  and  inactive  mariDers 
of  the  retirement  systems. 
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B.  Periodically  conpare  refund  lists  with  the  retironent  system 
itiaster  file  to  verify  that  each  withdrawing  mentoer  receives 
a  full  refund  and  refund  the  unpaid  amount  to  any  itierrlDer 
determined  not  to  have  received  a  full  refund. 
We  cannot  concur  in  total  with  this  recatmendation  as  providing  statements 
to  all  inactive  matibers  is  not  possible,  nor  would  an  address  search 
yearly  be  cost  efficient.  As  an  alternative,  we  are  working  on  a  system 
with  the  Department  of  Revenue  using  Social  Security  nunbers  to  mail 
refund  applications  to  all  inactive  members  currently  filing  state  tax 
returns . 

Vfe  also  check  current  enployee  reports  with  refunds  that  were 
irtproperly  corpleted  in  order  to  correct  both  over  and  under  payments. 

Expediting  refunds  and  insuring  accuracy  are  not  corpatible  goals 
but  we  have  tried  to  develop  procedures  that  we  consider  the  best  to 
accattplish  both  goals. 

RECCMMENDATICW  #6 

We  reconmend  that  the  division  ccnpare  the  benefits  payroll 

on  a  periodic  basis  to  the  most  recent  tape  files  fran  the 

Department  of  Health  and  Environmental  Sciences. 
As  of  the  date  of  the  audit  report  there  were  no  coiiputer  tapes  available 
that  were  ccrrpatible  with  retirement  system  records  as  the  death  list 
did  not  contain  Social  Secaarity  numbers.  The  computer  cross-check  will 
be  considered  in  the  new  system  for  retirement  records.  Software  changes 
reqmred  to  inplement  this  reccmmsndation  will  require  a  budget  amendment, 
life  concur  in  this  reconmendation,  subject  to  budget  amendment  approval. 

RECOMENDATiai  #7 

We  recomiend  that  the  division: 

A.  Establish  an  equitable  and  consistent  method  for  charging 
each  retirement  system  for  costs  incurred  in  the  adminis- 
tration of  the  system. 
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B.  Recx>rd  and  identify  all  transfers  between  the  systems  to 
properly  reflect  the  activity  of  the  funds. 
We  partially  concur  in  this  recommendation  and  will  support  any  legisla- 
tion initiated  by  the  Legislative  Auditor  to  provide  for  payment  of 
administrative  expenses  by  the  agencies  presently  exempted  from  parti- 
cipation in  these  ej^^enses. 

RECOMMENDATICN  #8 

We  recanmend  that  the  Public  Enployees'  Retirement  System  Board 

review  disability  records  for  all  the  retirement  systems  to 

determine  that  the  individuals  continue  to  qualify  for 

disability  retirement. 
Where  the  Board  has  the  authority  to  do  so,  they  will  review  all  disability 
retirements  that  have  not  previously  been  discontinued  frcm  review  by 
Board  action.  We  agree  with  the  concept  but  there  may  be  a  lack  of 
statutory  authority. 

RECOMMENDATIOSI  #9 

Wfe  recommend  that  the  division  inplement  procedures,  in 

cooperation  with  the  Bnplcyment  Security  Division,  to  verify 

that  inccme  reported  by  the  disabled  members  is  correct. 
We  have  contacted  the  Ertployment  Security  Division  and  have  been  assured 
of  their  cooperation  in  checking  our  files  by  computer  to  the  files  of 
the  Employment  Security  Division.  The  cost  of  the  software  changes  were 
not  anticipated  in  our  ccnputer  re-progranrdng  and  will  possibly  requirie 
budget  amendment. 

RECOMMEMiATia^  #10 

We  reccxnmend  that  the  division  maintain  one  set  of  accounting 

records  by  utilizing  SBAS  for  all  transactions. 
This  recCTTTTendation  was  implemented  on  July  1st,  1979,  for  the  retire- 
ment accounts.  SBAS  did  not  have  the  necessary  systems  to  record  the 
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reserve  fxmding  accounting  of  the  retirement  division  prior  to  July  1, 
1978,  and  no  change  was  anticipated  until  the  new  SBAS  system  had 
operated  through  one  accounting  cycle.  The  SBAS  system  is  now  capable 
of  fiiLfilling  the  retirement  accounting  needs  in  this  area.  We  agree. 
REC(»IMENDATION  #11 

We  recoinmend  that  the  division  credit  interest  on  members' 
contributions  to  the  Annuity  Savings  Reserve  and  eliminate 
the  Annuity  Savings  Interest  Reserve. 
Vfe  do  not  concur  with  this  reccsmnendation.  Any  savings  made  by 
eliminating  transfers  will  be  exceeded  by  the  cost  of  changing  software 
programs  and  additional  staff  time  and  reconciling  member  contribution 
control  accounts.  The  Annuity  Savings  Fund  is  the  control  account  for 
all  member  contributions  and  to  conbine  this  account  with  the  Annuity 
Savings  Interest  Reserve  would  add  an  extra  step  in  any  reconciliations. 
See  Recommendation  #13.  These  recommendations  are  counter-productive. 
RECOyiMENDATION  #12 

We  recommend  that  the  division  establish  disaster  file  retention 
procedures  that  will  adequately  backup  the  division's  cotputer 
files . 
We  concur  that  the  disaster  file  retention  procedure  should  be  \ipdated. 
This  will  require  a  budget  amendment  as  the  cost  of  this  file  was  not 
anticipated  in  current  budget. 
REC(M1ENDATI0N  #13 

We  reccantend  that  the  division  revise  the  new  meirbership  system 
to  provide  the  necessary  information  to  effect  a  monthly 
reconciliation  of  contributions  reported  in  the  membership 
subsidiary  system  to  cash  deposited  with  the  Treasury  Division. 
With  the  new  canputer  system  presently  being  carpi led  with  tentative 
inplementation  date  of  October,  1980,  anticipates  this  prcblem  and 
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additional  editing  criteria  will  be  a  part  of  this  system.  At  the 
present  time,  these  accounts  are  reconciled  manually  and  is  questionable 
v^ether  a  manual  process  is  cost-efficient  when  done  monthly. 

RECQiyiMENDATiaSI  #14 

We  reccjimend  that  the  divisicn  incorporate  in  the  new  merbership 

system  a  benefit  cycle  that  will  calculate  estimated  benefits  and 

monitor  retironent  benefits. 
We  concur  in  substance  although  we  have  reservations  as  to  ccrtputer- 
generated  estimates. 

This  recomendation  was  considered  in  the  prcposed  corputer  system, 
hcwever,  due  to  the  many  types  of  arployment,  such  as  legislative  service, 
school  district  service,  seasonal  enployees,  part-time  enployees,  military 
service,  etc. ,  this  part  of  the  system  was  deleted  in  order  that  the 
proposed  system  would  be  ccjipleted  within  budgetary  restraints.  Until 
such  time  as  all  service  is  uniform,  any  corputer-generated  service 
credits  must  be  manually  reviewed  for  correctness.  Experience  has  shown 
us  that  incorrect  estimates  of  benefits  are  very  demoralizing  to  retirees 
and  creates  serious  pr(±)lems  of  credibility  with  retiring  manbers. 

A  new  canputer  system  will  incorporate  a  monitoring  system  for 
retirement  benefit  payments. 

RECaiMENDATiaJ  #15 

We  recortTnend  that  the  division  maintain  a  permanent  file  of  all 

tables,  formula,  and  other  methodology  used  to  calculate  benefit 

payments . 
We  partially  concur  in  this  recommendation.  We  recotinend  a  five-year 
retention  period  for  tables  and  methodology;  all  formulas  are  found  in 
the  statute. 

RECOMMElClATION  #16 

We  reccrmend  that  the  division  correct  the  weaknesses  described 

above. 
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Since  this  recommendation  covers  a  multitude  of  questions,  we  will  answer 
the  questions  individually. 

— The  division  does  not  monitor  payback  installinents  or  notify 
the  individual  when  paymsnt  is  ccnplete.  Payback  installments 
are  made  by  individuals  vvho  are  birring  back  service  credits  for 
prior  service  in  the  system.  The  payback  installments  should  be 
monitored  and  the  individuals  should  be  notified  when  payment  is 
ooirpleted  so  the  appropriate  service  credits  may  be  transferred 
to  the  individual's  account. 
Vfe  concur.  This  recortinendation  is  part  of  the  proposed  ccrrputer  system. 
— The  division  does  not  accrxie  benefit  and  refiond  disbursements 
v^en  a  valid  obligation  exists  at  year-end.  Generally  accepted 
accounting  principles  require  that  pension  funds  be  reported  on  a 
full  accrual  accounting  basis. 
Fully  accrued  accounting  basis  was  not  available  on  SBAS  on  June  30,  1978, 
The  accruals  will  be  included  on  the  June  30,  1980,  report  at  v\*iich  tme 
all  actuarial  valuations  for  the  system  will  be  ccnpleted.  Accruals 
were  memoed  in  prior  years  for  actuarial  valuation  as  was  agreed  to  in 
the  previous  audit  report. 

— Transfers  of  retired  enplcyees'  contributions  and  interest  to 
the  reserve  are  not  made  on  a  timely  basis.  The  transfers  should 
occur  within  a  few  months  after  the  Board  of  Administration 
approves  a  retirement  application. 
Proposed  conputer  system  will  edit  retired  enployee  accounts  and  transfers 
will  be  made  approximately  90  days  after  retirement.  This  precludes 
making  a  series  of  adjustments  rather  than  a  single  adjustment  at  the 
end  of  the  90-day  period.  We  have  found  that  adjustments  to  adjustments 
cause  more  errors  than  the  single  adjustment  system. 

— The  division  does  not  require  member  enployers  to  ijnmediately 
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remit  the  amount  of  any  underpayment  of  contributions  to  the 
division  upon  discovery  of  an  underpayment.  In  compliance  with 
section  19-3-804,  MCA,  as  amended  by  the  1979  legislature,  these 
underpayments  should  be  remitted  to  the  division  on  a  timely 
basis. 
We  have  initiated  procedures  to  implement  the  1979  amendments  to  19-3-804, 
MCA.  This  legislation  was  proposed  by  the  division  as  prior  to  July  1, 
1979,  there  was  no  penalty  inposed  to  secure  corpliance  of  this  section. 
— The  division  has  not  disclosed  in  its  financial  stateirents  the 
dollar  effect  of  changes  in  the  actuarial  assurtptions  which 
occurred  v^ien  the  retirement  systems  were  evaluated  by  the  systotis 
actuary.  Ihe  effect  of  any  changes  in  assunptions  can  be  calcu- 
lated by  an  actuary  at  the  time  he  makes  his  evaluation.  The 
division  shoiiLd  reqxoire  the  actuar^'^  to  disclose  the  dollar 
effect  of  changes  in  assunptions  for  each  actuarial  evaluation. 
We  do  concur. 

— The  minutes  of  the  Board  of  Administration  were  not  conpletely 
updated  or  approved  by  the  board  at  the  time  of  our  review.  As 
of  March  20,  1979,  the  minutes  for  the  board  meetings  held  during 
August  throu^  December  1976  were  not  typed  or  approved  by  the 
board.  Minutes  fron  fiscal  year  1977-78  board  meetings  have  not 
been  signed.  Information  pertinent  to  the  determination  of 
retirement,  disability,  and  death  benefits  may  be  lost.  Prior 
auditors  have  also  recamended  that  board  minutes  be  kept  up-to- 
date.  The  division  should  maintain  current  minutes  of  board 
meetings . 
Minutes  are  current.  Due  to  available  personnel  the  typing  in  the  minute 
book  has  not  been  ccrpleted,  however,  the  draft  copies  of  the  minutes  of 
the  previous  meetings  are  now  presented  at  each  successive  board  meeting 
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and  these  drafts  vi^ich  are  approved  by  the  board  will  be  the  minutes 
as  they  appear  in  the  minute  book. 

— The  method  used  for  the  calculation  of  the  death  benefits 
due  a  beneficiary  excludes  the  salary  earned  by  a  decedent 
during  his  final  month  of  enployment.  This  procedure  of 
excluding  the  last  month's  conpensation  is  not  consistent 
with  that  used  to  calculate  other  retirement  benefits.  Sane 
beneficiaries  of  deceased  members  are  not  receiving  full 
coirpensation  due  to  the  method  of  carputation.  The  division 
should  cortply  with  section  19-3-1202(2),  MCA,  in  conputing  the 
death  benefits. 
Vfe  do  not  concur  in  this  recommendation.  The  conment  cite  section  19-3-1202(2) 
M2A  and  is  a  question  of  statutory  interpretation.  It  is  our  understanding 
that  unless  otherwise  cited  a  month  is  a  calendar  month  and  this  section 

"19-3-1202(2).  ***an  amount  equal  to  one-twelfth  of  the  conpensation 

received  by  the  member  during  the  last  12  months  of  such  corpensation 
ti 

— The  division  did  not  accrue  substantial  contribution  receivables 
at  fiscal  year-end  1976-77  and  1977-78.  Our  estimates  indicated 
that  accounts  receivable,  by  system,  at  June  30,  1978  were  under- 
stated by  the  following  amounts: 
Retirement  System 


Pioblic  Errployees 

$  2,868,054 

Police  Officers 

83,884 

Sheriffs 

70,238 

Judges 

14,622 

Game  Wardens 

27,243 

Highway  Patrol 

23,975 

Estimated  Total  Understatement 

$  3,088,016 

Retirement  plans  must  use  the  accrual  basis  of  accounting  to 

provide  a  fair  and  fully  disclosed  financial  position  at  the  end 

of  any  accounting  period. 

Based  on  the  recommendations  of  the  previous  audit,  independent  entries 
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were  provided  the  actuaries  for  the  actuarial  report  at  June  30,  1978, 
and  beginning  accruals  at  June  30,  1976. 

With  the  new  corputer  capacity  to  SBAS,  accrual  estimates  will  be 
included  at  the  end  of  the  current  fiscal  year,  however,  it  is  mucli  easier 
to  calculate  the  proper  accruals  after  all  reports  are  in  rather  than 
making  estimates  and  there  will  always  be  some  margin  of  error.  We  will 
certainly  attenpt  to  cut  down  the  margin  of  error  cited  in  this  report. 
The  division  does  not  have  an  operations  manual  for  the  conputer- 
ized  system  that  is  used  to  control  contribution  information  for 
all  menibers  of  the  six  retirement  systems.  There  are  no  written 
procedures  governing  authorization  of  all  data  entering  the  system. 
The  division  should  develop  and  maintain  an  operations  manual. 
We  concur  an  operations  manual  for  the  new  conputerized  system  will  be 
developed  and  maintained.  We  do  not  feel  a  new  operations  manual  would 
be  justified  for  the  old  system  when  it  is  destined  for  obsolescence  in 
approximately  one  year. 

FEC0^1MENDATIaSI  #17 

We  reccimiend  that  the  division  initiate  procedures  to  correct 
the  internal  accounting  control  weaknesses  noted  above. 
Since  this  recomrrendation  covers  a  multitute  of  questions,  we  will  answer 
the  questions  individually. 
Con tr ibut  ions 

Incoming  checks  received  by  the  division  are  logged  in  by  the  mail 
clerk  but  are  restrictively  endorsed  until  they  are  transferred 
to  the  deposit  clerk's  desk.  The  log  is  not  cotpared  to  the 
Treasury  Deposit  Ticket  when  the  deposit  is  made.  MOM,  section 
2-1210.21  states,  "Negotiable  instruments  shall  be  restrictively 
endorsed  at  the  time  of  initial  receipt."  The  division  should 
corply  with  this  section  and  could  eliminate  the  use  of  the  cash 

log  as  a  control  tool. 
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We  concur  in  this  reccanmendaticjn  and  the  procedure  has  already  been 
initiated.  We  are  now  standing  the  checks  upon  receipt  with  a 
restrictive  endorsement  and  we  no  longer  keep  a  check  log  except  for 
individual  contributions  irede  directly  by  meitibers. 
Refunds  and  Benefit  Paynients 
— There  is  inadequate  segregation  of  duties  in  the  processing  of 
retirement  payrolls  and  refunds  of  merrber  contributions.  The 
disbursements  cashier  performs  the  follcvn.ng  functions: 

1.  the  custodianship  of  all  individual  retirement  files, 

2.  the  authorization  to  initiate  changes  to  files, 

3.  the  balancing  of  individual  records  to  a  computer  generated 
payroll  listing, 

4.  the  authorization  of  the  issues  of  retiranent  warrants,  and 

5.  warrants  issued  for  payirent  to  a  new  retiree  and  returned  to 
the  disbursement  cashier  for  proofreading  prior  to  being  mailed. 

Requiring  the  benefits  supervisor  to  perform  the  authorization 

function  (2  and  4)  would  eliminate  the  weaknesses  described  above. 
Vfe  can  concur  in  the  goal  of  this  recamendation,  however,  to  have  the 
benefit  sv^jervisor  individually  authorize  the  changes  that  number,  some- 
times, seven-eight  hundred  file  changes  in  a  month  such  as  insurance  rate 
corrections,  address  changes,  social  security  nuntoer  changes,  it  does  not 
appear  to  be  cost-efficient.  We  will  continue  to  try  and  find  a  method 
to  control  the  functions  of  the  disbursement  cashier. 

— Changes  to  the  retirement  payroll,  other  than  the  determination 

of  the  monthly  gross  benefit,  are  not  reviewed  and  approved  by 

the  benefits  bureau  chief. 
IMS  is  the  same  consideration  as  the  item  above  and  we  will  try  and 
establish  scms  review  processes.  We  do  not  concur  in  a  review  of  every  change 
in  the  cortputer  file  as  seme  fifty-five  hundred  benefits  were  increased 
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by  autcnatic  computer  process  in  July. 

— Records  of  benefits  paid  are  agreed  to  records  of  payitents 

authorized  by  an  enployee  who  is  not  independent  of  the 

payroll  preparation  and  disbursements  function. 
I  am  not  aware  that  any  discrepancies  were  found  by  the  auditors  in 
this  area,  however,  all  changes  are  documented  and  these  retironent  files 
are  available  for  audit.  In  the  absence  of  any  problems  in  this  area, 
we  do  not  feel  the  additional  work  encoipassed  in  this  recotnendation 
is  justified. 

—Worksheets  used  to  calculate  retironent  benefits  for  the 

Volunteer  Firemen's  System  are  not  reviewed  or  approved  by 

the  benefits  bureau  chief. 
These  calculations  are  made  by  the  Assistant  Administrator,  the  benefits 
bureau  chief's  supervisor,  as  these  paynents  are  not  part  of  an 
actuarily  funded  system  and  reporting  procedures  are  unique,  requiring 
a  great  deal  of  correspondence,  this  correspondence  is  also  handled  by 
the  Assistant  Administrator. 
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SOTAar'Ei  oiF^'  wtmm^j^MJk. 


OFKK.K   OF 

K.  V.  "Sonny"  OMHOLT 

STATE  AUDITOR 

COMMISSIONER    OF    INSURANCE 
INVESTMENT   COMMISSIONER 
CENTRAL   PAYROLL    SYSTEM 

Helkna.Moxt^vna.   59601 


RBnFivED 

^^'  1 1  19/9 

MONTANA  LEGISUTIVE  AUDITOR 


September  10,  1979 


Mr.  Morris  L.  Brusett 
Legislative  Auditor 
State  of  Montana 
State  Capitol 
Helena,  Montana  59601 

Dear  Mr.  Brusett: 

Attached  is  our  reply  to  the  recommendation  addressed  to  the  Central 
Payroll  Division  resulting  from  your  audit  of  the  Public  Employees' 
Retirement  Division. 

In  addition,  a  question  comes  to  mind  as  to  whether  this  same  consideration 
should  be  given  to  the  Teachers  Retirement  System.  Please  advise. 


Sincerely, 


t.   V  .^ ''^OlJirrnDMHOLT        ^ 
State  Auditor  &  Director  otS 
State  Central   Payroll  System 


Attach. 


THE  INSURANCE  AND  INVESTMENT  DEPART^NTS  WERE  CREATED  FOR  THE  PROTECTION  OF 

THE  CITIZENS  OF  MONTANA.     USE  THEM! 


RECOMMENDATION  #1 

We  recommend  that  the  Central  Payroll  Division  of  the  State  Auditor's 
Office  transfer  retirement  fund  contributions  biweekly  to  the  Public 
Employees'  Retirement  Division. 

We  concur  with  above  recommendation  and  will  implement  the 
transfer  of  funds  on  a  biweekly  basis  immediately. 
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The  Supreme  Court  of  Montana 

state  capitol 
helena,  montana  59601 
telephone  (406)  449-2626 

September  6,  1979 


FRANK  I    HASWELL 
CHIEF  JUSTICE 

JOHN  C    HARRISON 

GENE   B    DALY 

DANIEL  J    SHEA 

JOHN  C    SHEEHY 
JUSTICES 


Mr.  Morris  Brusett 
Legislative  Auditor 
State  Capitol 
Helena,  MT  59601 


Dear  Mr.  Brusett: 


RECEIVED 

StP5     1979 

MONTANA  LEGISUTIVE  AUDITOR 


Pursuant  to  your  request  for  a  written  reply  from  this  office,  pertaining 
to  reoormendation  #2  of  the  PERD  audit,  this  letter  will  serve  the  same. 

The  Office  of  the  Court  A±ninistrator  concurs  with  reoomtendation  #2. 

Upon  realization  of  the  cash  flow  problems  at  fiscal  year  end,  1978  as 
delineated  in  the  audit  report,  representatives  from  PERD,  the  Treasurers 
Office,  Management  Systems,  and  this  office  developed  the  following  system 
as  a  solution. 

The  Treasury  Division  collects  District  Court  fees  monthly  and  deposits 
them  in  a  clearing  account.  This  account  was  established  and  is  adminis- 
tered by  the  Office  of  the  Court  Administrator. 

At  the  end  of  each  month,  the  exact  amount  of  salaries  of  judges  who  belong 
to  the  retirement  system  is  obtained  from  Central  Payroll  Division  report 
NBR  2230.10  (Judges  Retironent  Report).  Twenty  percent  of  that  salary 
figure  is  calculated  and  that  amount  is  transferred  from  the  clearing 
account  into  the  PERD  accounting  entity  for  the  retirenent  fund.  Simul- 
taneously, any  excess  money  in  the  clearing  account  is  transferred  to  a 
general  fund  revenue  estimate. 

The  above  systani  was  instituted  for  fiscal  year  1978-79  and  has  resolved 
the  problems  associated  with  the  previous  estimation  system. 


Sincerely, 


Lee  Jellison 

Budget  and  Finance  Officer 

ks 
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The  Teachers  Retirement  System 


State  of  Montana 

1500  Sixth  Ave.  Phone  406-449-3134 

HELENA,  MONTANA  59601 


MEMBERS  OF  THE  BOARD 

JAMES  E   BURKE,  Livingston.  Chairman 
LEROY  A   CORBIN.  Butte 
GEORGE  H   GLOEGE,  Billings 
J   WILLIAM  KEARNS,  Jr  .  Townsend 
HAROLD  WENAAS.  Great  Falls 
GEORGIA  RICE 
State  Supt  of  Public  Instruction,  Ex  Officio 


OWEN  L  MORRIS.  JR  ,  Executive  Secretary 
F.  ROBERT  JOHNSON.  Asst  Executive  Secretary 


September    7,     1979 


RECEIVED 


Mr.  Morris  L.  Brusett,  C.P.A.  MONTANA  LEGISUTIVE  AUDITOR 

Legislative  Auditor 
State  Capitol  Building 
Helena,  Montana   59601 

Dear  Mr.  Brusett: 

Attached  is  our  written  response  to  the  recommendations 
included  in  the  audit  report  for  the  Teachers'  Retirement 
System . 

As  you  are  probably  aware,  the  Teachers'  Retirement  Board 

is  currently  screening  applications  for  the  position  of 

Administrator.   Therefore,  any  comments  particularly  in 

the  areas  of  staffing,  policy  and  legislation  are  subject 

to  review  by  the  Board  as  well  as  the  permanent  administrator, 

when  appointed  . 

We  appreciate  the  opportunity  to  respond  to  the  report,  and 
if  you  should  have  any  questions,  please  feel  free  to  contact 
me  at  your  convenience. 

Sincerely , 


F.  Robert  Johnson 
Acting  Administrator 


PP 
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REOf^lVED 


DEPARTMENT  OF  ADMINISTRATION 

MONTANA  LLCISLATIVE  AUDITOR 
TEACHERS'  RETIREMENT  SYSTEM 

SUMMARY  OF  RECOMMENDATIONS  BY  ACTING  ADMINISTRATOR 


Recommendation  lA.   Provide  adequate  supervisory  review 
until  the  division  has  the  capability  of  using  the  membership 
system  to  calculate  refunds. 

Comment  lA.   We  Concur.   The  backlog  of  4  to  5  months 
referred  to  in  the  report  has  been  reduced  to  one  month  and 
in  June,  1979  we  started  to  utilize  "computer  drops"  which 
give  us  the  contributions  and  interest  to  date  of  posting. 
This  minimizes  the  manual  calculations  that  have  to  be  made 
which  in  turn  will  significantly  reduce  the  error  frequency 
experienced  due  to  the  backlog.   In  addition,  the  monthly 
control  balancing  currently  utilized  serves  as  a  check  as  to 
the  contributions  being  received.   We  also  plan  to  utilize 
another  position  to  randomly  check  any  manual  interest  calcu- 
lations. 

Recommendation  IB.   Develop  written  procedures  concern- 
ing calculations  of  interest  on  refunds. 

Comment  IB.  We  concur  and  this  procedure  is  in  the 
draft  stage.  Any  finalized  procedure  will  be  subject  to 
approval  by  the  Administrator  when  appointed. 

Recommendation  2.   Develop  an  approach  to  processing 
teacher  transfers  that  will  not  affect  the  timeliness  of 
further  processing  membership  records. 

Comment  2 .   Current  staffing  requirements  dictate  the 
current  method  used,  however,  this  problem  is  now  minimized 
with  only  a  one  month  time  lag.   Plans  are  to  shift  some 
responsibilities  to  alleviate  the  workload  on  the  individual 
responsible  for  membership  accounting. 

Recommendation  3.   Require  all  school  districts  to  furnish 
contribution  data  in  a  format  that  is  efficient  to  process. 

Comment  3.   We  concur  and  are  currently  in  the  process  of 
contacting  each  of  the  11  employer  entities  who  are  not  comply- 
ing.  We  have  set  a  deadline  of  January  1,  1980  for  the  11 
agencies  to  comply. 
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Recommendation  4.   Review  staffing  requirements  for  the 
membership  system  and  determine  if  realignment  of  personnel 
is  necessary  to  assure  timely  processing  of  the  system 


Comment  4 . 
nature  will  be  a 


We  concur,  however,  any  review  of  this 
t  the  discretion  of  the  new  administrator. 
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Recommendation  5.   Incorporate  in  the  new  automated 
membership  system  a  benefit  cycle  that  will  calculate  and 
monitor  retirement  benefits. 


Comment 
practical i ty . 
system,  howev 
account  is  al 
errors  and  al 
of  the  member 
to  whether  th 
enhance  their 
would  not  rev 
a  very  person 
on  this  basis 
computer  resu 
a  duplication 


5 ■   We  agree  with  the  concept  but 

This  is  one  of  the  items  address 

er,  we  feel  a  manual  review  of  an 

so  necessary.   Manual  reviews  disc 

so  provide  the  reviewer  with  the  c 

In  this  way  we  can  advise  the  i 

ey  are  entitled  to  purchase  additi 

retirement  benefit.   A  computer  c 

eal  this  type  of  consideration.   Re 

al  nature  to  the  member  and  we  hop 

A  comparison  between  manual  cal 

Its  would  be  helpful,  however,  wou 

of  effort  . 


not  in  the 
ed  in  the  new 
individual ' s 
lose  service 
omplete  record 
ndividual  as 
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e  to  keep  it 
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Recommendation  6.   Design  the  new  membership  system  to 
provide  the  information  necessary  to  ensure  adequate  controls. 

Comment  6.   We  concur  and  wish  to  add  that  this  was  one 
of  the  stated  objectives  of  the  evaluation  project. 

Recommendation  7.   Develop  and  maintain  a  users'  operations 
manual  for  the  membership  system. 

Comment  7 .   We  agree,  and  a  manual  provided  by  Information 
Systems  is  currently  being  used,  however,  it  is  too  technical 
for  entry  level  personnel  and  needs  updating. 

Recommendation  8.  Establish  disaster  file  retention  pro- 
cedures that  will  adequately  back  up  the  division's  membership 
computer  file. 

Comment  8 .   We  concur  and  have  discussed  this  recommenda- 
tion with  Information  Systems  Division.   They  have  advised  us 
that  the  cost  to  implement  this  file  will  be  $1,200.00. 
Supplemental  funds  will  have  to  be  obtained  in  order  to  imple- 
ment this  recommendation. 
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Recommendation  9.   Correct  erroneous  information  in  the 
membership  system. 

Comment  9.   We  concur  and  this  has  always  been  a  continous 
process  within  the  system.   There  is  net  sufficient  staff  to 
allocate  someone  100%  of  the  time,  and  as  errors  are  found 
they  are  corrected.   The  actuary  has  also  stated,  in  a  letter 
dated  April  12,  1978,   that  although  there  were  some  errors 
in  the  data  reviewed,  the  extent  of  the  erroneous  information 
did  not  significantly  affect  the  overall  results  of  the 
actuarial  valuation  for  the  biennium  ending  June  30,  1977. 

Recommendation  10.   Consider  legislation  to  eliminate 
the  required  maintenance  of  the  Annuity  Reserve. 

Comment  10.   We  concur,  subject  to  the  approval  of  the 
Teachers'  Retirement  Board. 

Recommendation  11.   Determine  the  proper  disposition  of 
the  $98,762,837  balance  in  the  unallocated  reserve  and  make 
distribution  to  the  appropriate  accounts. 

Comment  1 1 .   We  agree  and  this  has  been  assigned  the 
number  one  priority  for  the  coming  fiscal  year. 

Recommendation  12.   Review  monthly  accounting  reports  for 
reasonableness  and  correct  all  errors  noted  on  a  timely  basis. 

Comment  12.   We  concur  and  tentatively  this  responsibility 
will  be  shifted  to  another  position  so  that  timely  correction 
and  review  can  be  accomplished.   The  subsidiary  detail  coding 
errors  mentioned  in  the  audit  report  for  the  collection  reports 
were  corrected  by  year  end. 

Recommendation  13A.   Implement  the  full  accrual  basis  of 
accounting  for  financial  statement  reporting. 

Comment  13A.   We  concur  and  recognize  this  is  the  accepted 
method  of  accounting  for  retirement  systems.   We  would  prefer 
to  make  memo  entries  rather  than  the  formal  entries  recommended. 
Determining  the  amount  is  complicated  by  the  variety  of  payments 
received  from  reporting  entities  on  the  June  reports. 

Recommendation  13B.   Have  the  independent  actuary  provide 
the  effect  of  any  changes  in  actuarial  assumptions  on  the 
financial  statements  and  disclose  such  effect  in  the  financial 
statements . 
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Comment  13B 


We  have  discussed  this  recommendation  with 


the  actuary  and  have  been  advised  he  is  agreeable  to  this 
concept . 


Recommendation  14A, 


received  when  the  total  exceeds  $500 


Deposit  daily  all  contributions 


m 


Comment  14A.   We  concur,  and  modifications  to  our  current 
ethod  of  handling  daily  receipts  will  be  made. 


Recommendation  14B.   Cross-train  employees  so  that  the 
duties  associated  with  depositing  contributions  can  be  rotated 
during  employee  absence. 

Comment  14B.  This  has  been  done,  however,  with  only  3 
people  employed  in  this  area,  changes  in  personnel  will  not 
guarantee  continuity  of  this  recommendation. 

Recommendation  15.   Follow-up  on  a  timely  basis  those 
agencies  that  have  delinquent  contributions. 

Comment  15.   We  have  outlined  a  procedure  where  each 
delinquent  agency  will  receive  a  letter  when  reports  are  not 
received  by  the  15th  of  the  following  month.   This  will  be 
followed  by  a  telephone  call  if,  in  ten  days  following  the 
letter,  the  report  is  not  received. 

Recommendation  16.  Update  member  files  to  ensure  that 
they  contain  current  information  and  are  properly  filed. 

Comment  16.   As  mentioned  in  comment  9,  this  is  an  on- 
going  process.   We  are  currently  utilizing  the  monthly  computer 
listing  for  those  individuals  for  whom  we  have  not  received  a 
membership  form,  and  then  contact  the  employer  of  last  record 
to  advise  them  that  a  membership  form  must  be  completed. 

Recommendation  17.   Correct  the  internal  control  weaknesses. 

Comment  17.   Daily  contributions  were  addressed  in  recommen- 

dat  ion  14A . 

Contribution  checks  are  now  being  res  trie t ively  endorsed 
by  the  individual  responsible  for  opening  the  mail. 

Utilization  of  the  administrative  aid  position  for  input 
documents  to  SEAS  will  be  implemented. 

Locks  to  the  building  have  been  changed,  and  in  view  of 
this  we  do  not  feel  that  the  safe  combination  or  file  locks 
need  be  changed.   The  key  box  containing  extra  building  keys 
is  now  locked  with  the  key  being  stored  in  the  vault. 
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In  order  to  implement  an  audit  trail  of  monthly  pension 
benefit  changes  a  substantial  programming  effort  must  be 
accomplished.   Information  Systems  Division  has  estimated 
these  changes  will  cost  $1,800  and  funds  for  this  purpose 
will  have  to  be  obtained  through  budget  amendment  since  there 
is  no  money  available  for  this  purpose  in  the  current  budget. 
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